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Yesterday,  we  received  President  Clinton's  budget  for  1995.  In 
large  measure,  it  builds  on  the  foundations  established  in  last 
year's  budget.  Clearly  the  driving  force  behind  this  year's  proposal 
remains  the  continued  commitment  to  furthering  the  economic  re- 
covery. It  continues  the  caps  on  discretionary  spending  and  it 
makes  over  100  recommendations  on  specific  programs  proposed  for 
elimination. 

The  budget  also  emphasizes  a  commitment  to  children,  edu- 
cation, and  job  training,  infrastructure  and  new  technology  as  it  re- 
orders government's  priorities.  It  includes  significant  increases  in 
programs  for  child  nutrition.  Head  Start,  dislocated  workers,  child 
immunization,  technology  and  crime  control. 

Mr.  Secretary,  today  we  look  forward  to  hearing  your  views  on 
the  President's  budget.  In  particular,  I  am  interested  in  your  view 
on  how  it  fits  into  our  efforts  to  sustain  and  advance  the  economic 
recovery,  and  your  insights  into  how  our  economy  relates  to  the 
other  industrialized  economies  of  the  world. 

Of  course,  the  next  major  step  in  our  efforts  to  provide  economic 
security  for  all  Americans  is  health  care  reform.  Without  signifi- 
cant reform,  millions  of  Americans  are  destined  to  live  without  ade- 
quate coverage,  and  we  will  again  be  facing  escalating  and  eco- 
nomically debilitating  deficits. 

I  look  forward  to  hearing  your  testimony  today. 

Chairman  Sabo.  Mr.  Kasich? 

Mr.  Kasich.  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  welcome.  Secretary  Bentsen,  how  about  them  Cow- 
boys? 

Secretary  Bentsen.  You  really  know  how  to  get  to  a  fellow. 

Mr.  Kasich.  I  want  to  welcome  you  here  this  morning  and  I 
guess  give  you  something  of  the  flip  side  of  what  we  have  heard. 
My  concern  to  our  witnesses  today  revolves  around  the  problem 
that  the  administration  argued  that  it  would  be  agents  of  change, 
that  they  were  going  to  come  to  town  and  take  on  the  Washington 
establishment  and  breathe  great  changes  into  the  operations  of  the 
government.  I  think  the  budget  really  misses  an  opportunity  to 
limit  government  and  prepare  for  downtimes  tomorrow. 

Whenever  the  economy  isn't  growing  very  well,  people  say.  Well, 
we  cannot  change  the  fundamental  operations  of  the  government 
because  times  are  bad.  And  then  when  times  get  good,  then  you 
hear  the  statement  that.  Well,  the  deficits  are  down  and  we  pop 
champagne  corks.  And  I  would  remind  you  that  it  was  a  $170  bil- 
lion deficit  that  started  the  work  on  the  1990  Budget  Act.  But  I 
would  commend  to  everyone  in  the  room  and  my  colleagues,  the 
lead  editorial  in  U.S.A.  Today,  "Taxpayers  Beware:  Deficit  Problem 
Hiding,  Not  Gone." 

Most  of  the  scenarios  we  see  are  based  on  a  long-term  sustain- 
able recovery.  But  I  must  say  that  the  growth  rates  that  we  see 
in  the  out  years,  CBO  projects  at  about  2.6  percent,  is  not  the  kind 
of  growth  we  need  to  have  for  our  country.  I  think  this  is  a  problem 
that  not  only  involves  this  administration  but  the  previous  admin- 
istration as  well  in  terms  of  trying  to  reduce  the  size,  scope  and 
operation  of  the  Federal  Government. 

Let's  talk  about  some  of  the  specific  programs.  In  terms  of  do- 
mestic discretionary — and  we  will  be  back  with  a  number  of  charts, 


of  course — in  the  area  of  domestic  discretionary  there  is  a  signifi- 
cant reduction  in  defense  spending,  a  slashing  of  defense  budgets. 
Yet,  in  this  document  it  points  out  there  is  a  $20  bilhon  shortfall 
in  terms  of  funding  the  Pentagon's  own  funding  program,  the  bot- 
toms-up  review. 

But  at  the  same  time,  for  nondefense  discretionary,  which  people 
argue  is  so  tightly  held,  the  budget  for  last  year  provided  for  a  $20 
billion  increase.  This  year  domestic  discretionary  spending  is  up 
again  and  will  continue  to  grow. 

But  as  you  know,  Mr.  Secretary  and  Dr.  Rivlin,  one  of  the  big 
problems  we  have  is  in  the  area  of  entitlements.  And  there  is  no 
change  in  the  entitlement  programs  that  you  have.  In  fact,  your  en- 
titlement spending  will  grow  to  the  tune  of  about  $320  billion  over 
the  next  5  years,  and  that  is  what  accounts  for  the  fact  that  even 
though  we  talk  about  these  tight  budgets  and  tight  caps,  we  are 
going  to  have  a  38  percent  increase  in  the  national  debt. 

That  assumes  you  will  bring  in  all  the  revenues  that  you  project 
you  are  going  to  bring  in  from  the  tax  increase.  But,  as  we  pointed 
out  to  Dr.  Reischauer  last  week,  we  have  never  been  accurate  when 
it  comes  to  trying  to  predict  what  revenues  we  will  collect  from 
taxes.  I  am  reminded  of  Ms.  Snowe,  who  sits  over  here  and  had  to 
go  through  several  years  of  a  boat  tax  that  was  projected  to 
produce  an  awful  lot  of  income,  and  all  it  did  was  produce  an  awful 
lot  of  unemployment. 

Welfare  reform  is  missing,  and  I  think  it  is  missing  for  a  very 
good  political  reason.  I  think  your  party  is  going  to  have  difficulty 
coming  to  grips  with  real  welfare  reform. 

But  in  the  area  of  health  care,  interestingly  enough,  in  your  plan, 
spending  goes  up  by  $110  billion  in  this  category  over  5  years.  And 
I  think  today  we  are  going  to  have  an  interesting  ruling,  a  very  im- 
portant ruling  by  the  Congressional  Budget  Office,  to  determine  if 
health  care  is  going  to  be  counted  on  budget  or  off  budget.  Also, 
we  really  might  get  some  insights  into  the  actual  numbers. 

But  even  under  your  plan,  as  you  call  it,  spending  goes  up  by 
$110  billion,  and  I  think  it  illustrates  the  primary  problem  with 
the  approach  of  the  administration,  and  that  is  we  really  don't 
want  to  have  any  significant  change,  and  that  change  we  do  have 
pumps  up  the  government,  turning  health  care  over  to  the  govern- 
ment. 

Mr.  Secretary,  I  think  you  should  be  commended  in  two  areas. 
One  is,  it  is  true  that  you  have  taken  some  of  the  Penny-Kasich 
recommendations  that  we  offered  as  a  bipartisan  group  last  year, 
and  I  think  that  is  very  positive.  But  the  biggest  area  of  change 
in  your  budget  is  the  area  that  eliminates  100  to  115  programs, 
and  I  consider  that  to  be  real  change.  And  the  reason  why  I  do  is 
because  it  pulls  those  programs  out  by  the  roots.  It  is  a  fundamen- 
tal change  in  the  operation  of  those  programs,  and  you  should  be 
complimented  for  that. 

Now,  I  don't  think  you  are  going  to  want  me  to  suit  up  and  get 
on  your  side  of  the  field,  but  I  would  sure  like  to  be  there  to  help 
you  with  these  programs.  In  fact,  I  would  like  to  create  a  big  score- 
card  and  watch  the  passage  of  these  programs  through  the  appro- 
priations process,  and  guarantee  that  your  party  and  my  party  will 
agree  to  eliminate  those  100  to  110  specific  programs. 


That  is  the  good  news.  You  know,  the  other  news,  the  bad  news 
about  that  program,  and  I  think  this  is  the  most  change-oriented 
part  of  your  budget,  those  100  to  110  programs  total  $3.25  billion 
out  of  a  $1.25  trillion  budget.  Outlay  savings  total  the  magnificent 
amount  of  $700  million,  less  th^n  $1  billion  in  outlay  savings  from 
eliminating  those  110  programs. 

But  I  think  we  ought  to  do  it.  And  I  want  to  be  on  your  team 
in  terms  of  changing  the  fundamental  direction  and  pulling  those 
programs  that  don't  work  right  out  by  their  roots.  And  maybe, 
rather  than  having  the  administration  fight  Penny  and  Kasich  and 
Nussle  and  a  whole  variety  of  other  people,  maybe  we  can  get  you 
to  buy  into  some  of  our  suggestions  that  will  represent  fundamen- 
tal change  for  the  operation  of  the  Federal  Government. 

But  I  am  glad  to  see  you  here  this  morning  and  I  look  forward 
to  your  testimony. 

Secretary  Bentsen.  Thank  you. 

Chairman  Sabo.  Mr.  Secretary,  welcome.  He  look  forward  to 
hearing  from  you. 

I  might  add  a  comment.  I  can  think  of  no  more  fundamental 
change  than  the  willingness  of  this  administration  to  deal  with  the 
problem  of  health  care  in  this  country,  whether  we  are  dealing  with 
fundamental  long-term  budget  control  or  equity  as  it  deals  with  the 
American  people.  We  had  4  years  in  the  recent  administration 
where  health  costs  were  escalating,  more  and  more  people  left  with 
uncertain  health  care  coverage,  and  the  head  was  in  the  sand. 

Mr.  Secretary,  I  welcome  you  and  this  administration  for  your 
willingness  to  deal  with  the  most  fundamental  change  that  is  need- 
ed in  this  country  and  for  the  great  record  you  have  had  in  turning 
this  economy  around. 

STATEMENT  OF  HON.  LLOYD  BENTSEN,  SECRETARY  OF  THE 

TREASURY 

Secretary  Bentsen.  Thank  you  very  much,  Chairman  Sabo,  Con- 
gressman Kasich,  distinguished  Members  of  the  committee.  I  am 
delighted  to  be  here. 

Mr.  Chairman,  I  have  a  longer  statement  for  the  record,  but  with 
your  permission  I  would  like  to  summarize. 

Last  February,  I  told  you  that  the  American  people  wanted  eco- 
nomic change,  that  they  didn't  want  business  as  usual,  that  we 
faced  steadily  rising  Federal  deficits  in  the  budget,  a  stagnant 
economy,  high  unemployment,  and  falling  real  incomes.  We 
changed  that. 

A  year  ago,  the  recovery  from  the  1990-1991  recession  was  still 
fragile.  Now  it  is  secure — because  together  we  have  put  in  place  a 
credible  long-term  deficit  reduction  program.  The  deficit  is  falling. 
Interest  rates  are  down  substantially.  Inflation  is  checked,  and  it 
shows  no  signs  of  resurgence.  Employment  is  growing  and  unem- 
ployment is  falling.  Americans  now  have  more  confidence  about 
their  economic  future. 

What  a  difference  a  year  makes.  In  that  year  our  domestic 
progress  also  has  enabled  us  to  reclaim  our  place  of  leadership  in 
the  global  economic  arena,  making  economic  policy  an  integral  part 
of  foreign  policy.  Pursuing  an  export-based  strategy  has  produced 
both  NAFTA  and  GATT. 


Mr.  Chairman,  I  was  thinking,  3  years  ago  I  was  at  a  meeting 
in  France.  I  listened  to  Europeans  stand  up  and  say,  What  a  dif- 
ference, now  that  the  Cold  War  is  over.  Here  you  see  Europe 
emerging  as  a  world  leader,  and  Japan  emerging  as  a  world  leader, 
and  the  United  States  in  decline. 

What  a  change.  We  are  still  the  world's  largest,  strongest  mili- 
tary power.  We  are  still  the  world's  largest,  strongest  economic 
force.  The  United  States,  still  a  world  leader. 

A  year  ago  I  came  to  ask  for  deep  spending  cuts,  and  a  large  rev- 
enue package.  This  year  the  economy  is  recovering,  and  with  a 
budget  that  cuts  government  spending,  kills  at  least,  as  Congress- 
man Kasich  said,  115  programs  outright.  Add  what  is  being  re- 
duced, and  that  number  is  over  300.  More  than  50  of  those  pro- 
grams are  frozen. 

In  this  budget  we  are  following  through  on  our  commitment  to 
cut  government  further,  reorient  its  priorities,  make  long-term  in- 
vestments in  our  future,  and  achieve  smaller  and  smaller  and 
smaller  deficits. 

I  want  to  take  a  quick  look  at  the  situation,  the  way  it  was  when 
we  got  here,  as  a  reminder  of  why  we  need  to  keep  working  at  this. 
Our  deficit  reduction  effort  clearly  was  badly  needed.  Long-term  in- 
terest rates  were  abnormally  high  relative  to  short-term  rates.  And 
consumer  confidence  was  abnormally  lower. 

Our  fiscal  situation  deteriorated  badly  in  the  early  1990's.  Be- 
tween 1980  and  1992  the  budget  deficit  averaged  nearly  $200  bil- 
lion a  year,  and  we  are  only  now  beginning  to  reverse  the  effects 
of  that. 

As  my  chart  shows,  the  numbers  are  staggering.  In  1980  the 
Federal  debt  held  by  the  public  was  less  than  27  percent  of  the 
GDP.  By  the  time  President  Clinton  took  office,  it  nearly  doubled, 
to  about  52  percent.  We  just  had  to  arrest  that  kind  of  a  trend. 

Beyond  that,  the  vast  majority  of  Americans  worked  harder  in 
the  1980's,  and  they  gained  little.  If  you  look  at  that  on  the  left, 
the  lowest  income  people  actually  lost.  They  lost  ground,  as  that 
chart  shows.  We  had  become  by  some  measures  a  more  unequal  so- 
ciety than  at  any  time  since  the  Great  Depression,  and  that  had 
to  be  turned  around.  To  raise  revenues,  together  we  put  in  place 
a  tax  increase  that  affects  fewer  than  2  percent  of  all  taxpayers, 
those  who  can  afford  to  pay  some  more. 

Middle-income  taxpayers  are  affected  only  by  the  gasoline  tax. 
And  the  last  time  I  filled  up,  the  price  with  the  new  tax  was  actu- 
ally lower  than  what  it  was  before  we  added  the  tax.  Lower-income 
workers  are  benefiting  enormously  from  the  expanded  earned  in- 
come tax  credit. 

Our  deficit  reduction  package  set  the  stage  for  major  improve- 
ments in  the  economy  that  we  have  now  seen.  We  now  have  in 
place  the  essential  elements  for  sustained  economic  growth. 

I  have  got  a  chart  that  shows  how  the  major  deficit  reduction  ac- 
tions of  last  year  helped  interest  rates  fall.  That  helped  everyone: 
government,  business,  and  consumers. 

Let  me  tell  you  what  else  looks  better  now.  The  stock  market  is 
still  strong  on  Tuesday  morning. 

Furthermore,  by  the  second  half  of  1993,  businesses  began  the 
kinds  of  investment  that  creates  self-sustaining  growth.  If  you  look 


at  this  next  chart,  you  can  see  that  since  this  administration  took 
office,  business  investment  and  equipment  has  grown  at  an  18  per- 
cent annual  rate.  Over  the  4  full  years  of  the  previous  administra- 
tion, it  averaged  a  little  over  3  percent  annually. 

What  else  has  happened  is  that  business  and  consumer  con- 
fidence is  up.  Sales  have  picked  up.  Orders  have  increased.  And  in- 
comes are  rising. 

Mr.  Chairman,  I  have  watched  the  situation  where  business  has 
been  squeezing  out  the  fat.  They  are  becoming  more  competitive, 
understanding  the  importance  of  quality  in  our  products,  accenting, 
emphasizing  that  one,  looking  at  the  difference  in  capital  costs, 
what  they  were  and  what  they  are  today.  The  situation  where  the 
Japanese  had  a  major  advantage  over  us  in  years  past  on  capital 
costs  for  business  is  gone. 

The  Bundesbank  in  Germany  had  a  big  advantage  over  us.  Not 
so  today.  Now  we  have  leveled  that  playing  field,  and  we  are  ready 
to  take  them  on. 

At  the  same  time  that  that  was  done,  almost  2  million  new  jobs 
were  added  to  the  economy.  Being  able  to  pull  that  off  and  pull  it 
together  shows  what  it  means  to  have  long-term  interest  rates  en- 
couraging investment. 

You  can  see  what  happened  on  that  next  chart  insofar  as  private 
job  growth.  Let  me  say  those  aren't  all  hamburger-flipping  jobs,  ei- 
ther. We  have  some  good  jobs  there  with  some  good  wages  to  be 
earned. 

We  are  also  committed  to  reversing  our  shortfall  in  investment. 
The  explosion  of  the  1980's  came  with  marked  advanced  spending 
in  the  public  and  private  sector.  That  is  like  the  grasshopper  and 
the  ant;  we  fooled  around  and  had  a  good  time  and  didn't  save 
enough  to  invest  in  the  tools  that  make  American  workers  more 
productive.  Low  investment  meant  sluggish  productive  growth,  and 
that  means  stagnant  wages  and  income. 

What  you  are  now  seeing  is  a  correction  taking  place.  American 
industry  has  squeezed  out  that  fat,  and  they  are  investing  that 
money  in  plant  and  equipment.  And  while  you  have  seen  wages  go 
up,  you  have  seen  unit  labor  costs  stay  constant  or  decline  as  a  re- 
sult of  the  increase  in  productivity. 

The  balance  sheets  of  our  businesses  are  far,  far  stronger  than 
they  have  been  in  years.  Corporate  profits  are  up  12  percent  last 
year,  even  after  the  write-offs.  Long-term  debt  is  replacing  short- 
term  debt.  Debt-to-equity  ratios  on  a  market  value  basis  are  now 
at  their  lowest  point  in  20  years. 

Business  failures  are  declining.  The  banking  system  has  been  re- 
capitalized. We  are  competitive  again.  Most  investment  will  be  in 
the  private  sector,  and  we  are  encouraging  that  through  these 
lower  interest  rates  and  the  investment  incentives  enacted  in  our 
economic  package.  But  the  Federal  Government  must  also  redirect 
its  own  activity  toward  investment,  and  away  from  consumption. 

A  serious  shortfall  has  developed  in  public  investment,  as  my 
next  chart  will  show.  Look  at  the  difference  in  percentages.  In  the 
1960's,  4.5  percent.  In  the  1970's,  3.3.  And  then  2.6  in  the  1980's. 
And  that  just  has  to  be  turned  around. 

We  need  a  long-term  view.  As  a  society,  we  must  invest  in  our 
infrastructure    and    scientific    and    technological    knowledge,    and 


worker  skills  that  increase  productivity.  We  must  be  world  com- 
petitive insofar  as  the  working  force  of  this  country  is  concerned 

We  also  have  to  invest  in  safer  streets  and  neighborhoods  for  all 
Americans. 

Now,  let  me  tell  you  a  little  bit  about  this  year's  budget  and  our 
assumptions.  This  year  the  economy  appears  likely  to  move  along 
a  path  of  moderate  growth.  We  are  starting  with  a  backdrop  of  a 
surprisingly  strong  fourth  quarter,  when  real  growth  soared  to  5.9 
percent.  We  expect  steady  growth  over  the  budget  period.  In  1994, 
we  expect  real  GDP  growth  to  average  3  percent,  then  taper  down 
to  around  2.5  percent  by  1999.  We  believe  that  unemployment  will 
continue  to  decline  and  reach  5.5  percent  by  1998. 

I  was  listening  to  the  comment  of  Mr.  Kasich  when  he  was  talk- 
ing about  the  growth  being  not  that  impressive.  But  I  look  at  the 
G— 7  countries,  as  to  what  is  happening  to  them,  almost  all  of  them 
flat.  And  here  we  are,  the  engine  of  growth,  adding  jobs.  Quite  a 
difference  in  that  situation. 

We  believe  inflation  will  gradually  edge  up  to  3  percent  by  the 
end  of  the  period.  As  to  interest  rates,  we  expect  short-term  rates 
will  move  gradually  up  to  about  4.5  percent  by  1997.  And  long-term 
rates  ought  to  remain  stable. 

We  still  have  some  hard  work  ahead  of  us  on  this  budget.  But 
it  is  tough  choices  that  would  ensure  we  meet  that  requirement  to 
keep  deficits  down  and  declining.  The  discretionary  spending  caps 
reinforce  the  President's  fiscal  responsibility.  And  this  budget  shifts 
spending  from  consumption  to  investment. 

The  fiscal  year  1995  budget  anticipates  a  deficit  of  $176  billion. 
Now,  that  is  down  nearly  $60  billion  from  fiscal  1994.  The  Office 
of  Management  and  Budget  projects  the  deficit  will  reach  a  low  of 
$173  billion  in  fiscal  year  1996,  and  then  move  up  only  moderately 
to  $201  billion  by  the  year  1999.  This  represents  significant  im- 
provement from  the  previous  projections. 

Now,  the  next  chart  will  show  that  the  deficit  as  a  percentage 
of  GDP  would  be  more  than  cut  in  half  from  the  5.2  percent  pro- 
jected 1  year  ago,  more  than  cut  in  half  from  what  it  was  under 
the  previous  policies  to  2.5  percent  by  1995,  and  2.3  percent  for  the 
rest  of  the  decade.  If  the  President's  health  care  bill  is  enacted  into 
law,  the  projected  deficits  will  be  even  lower. 

Controlling  spending  is  the  key  to  keeping  the  deficit  headed 
down.  These  discretionary  spending  caps  are  essential  to  meeting 
our  commitments.  Total  discretionary  spending  will  decline  from 
$550.1  billion  in  fiscal  1994  to  $542.4  billion  in  fiscal  year  1995. 

If  we  let  it  keep  pace  with  inflation,  the  fiscal  1995  number 
would  have  been  $565  billion.  In  other  words,  we  have  cut  spend- 
ing, and  we  have  cut  it  a  lot. 

We  worked  hard  to  find  savings  that  will  not  hurt  the  economy, 
or  the  delivery  of  public  services.  This  was  a  tough  budget.  There 
is  a  lot  of  pain  in  it.  There  is  going  to  be  some  blood  on  the  floor 
by  the  time  we  finish  it,  because  we  propose  killing  at  least  115 
programs,  some  of  which  would  be  nice  to  keep.  But  we  can't  afford 
it  anymore,  if  we  are  going  to  invest  elsewhere  where  we  have 
higher  priorities. 

The  terminations  range  from  a  tree  planting  project  to  heavy- 
duty,   high-tech   hardware   at   the   Pentagon.   They   include   some 
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things  many  of  us  have  traditionally  supported,  including  this  Sen- 
ator— no,  no,  including  this  Secretary — old  habits  are  hard  to 
break — like  education  and  library  programs.  The  story  is  the  same 
in  the  programs  we  are  reducing,  everything  from  rural  electric  to 
telephone  subsidies,  loan  subsidies,  to  the  Apache  attack  helicopter. 
Some  51  budget  accounts  are  frozen  at  the  1994  levels  with  no  in- 
crease for  inflation.  We  are  also  saving  money  through  personnel 
reductions,  administrative  savings. 

The  Treasury  has  taken  some  hits,  too.  We  are  cutting  back  over 
3500  jobs  and  reducing  spending  in  five  areas,  and  some  of  it,  I  am 
proud  to  say,  through  increased  efficiency. 

The  cuts  are  spread  throughout  government.  We  have  had  to  cut 
in  one  area  to  finance  higher-priority  initiatives  in  negotiation, 
such  as  fighting  crime  or  retraining  workers. 

It  is  one  thing  to  have  an  economy  in  which  things  never  change; 
but  when  production  can  move  rapidly,  when  capital  moves  at  the 
speed  of  light,  we  have  to  invest  in  the  things  that  make  our  econ- 
omy able  to  flex  and  adjust.  That  is  why  this  budget  is  not  solely 
about  spending  cuts.  It  boosts  spending  in  areas  of  national  .prior- 
ity. 

To  boost  investment,  we  are  recommending  modest  increases  in 
fiscal  year  1995  for  a  number  of  programs  particularly  important 
to  sustain  growth.  Over  the  past  2  years,  these  programs  have  had 
an  outlay  increase  of  $15.3  billion  or  budget  authority  of  $23  bil- 
lion. We  are  asking  for  additional  outlay  increases  of  $7.7  billion 
or  $13.7  billion  in  budget  authority. 

If  we  had  the  money,  we  would  like  to  devote  more  to  these  pro- 
grams. But  the  reality  is  that  even  these  modest  increases  mean 
stringent  economies  elsewhere  in  that  budget. 

Major  new  initiatives  are  proposed  for  investments  in  people, 
science  and  technology,  infrastructure  and  the  environment.  We 
propose  new  initiatives  to  provide  for  health  security,  personal  se- 
curity, and  national  security. 

Examples  include  $1.5  billion  for  help  for  dislocated  workers, 
$250  million  for  one-stop  career  shopping,  an  additional  $700  mil- 
lion for  Head  Start,  an  additional  $1.4  billion  in  technology  invest- 
ments such  as  the  Vice  President's  information  highways  program, 
and  $2.8  billion  for  crime  bill  initiatives  such  as  putting  another 
100,000  new  police  on  the  beat.  And  yesterday  I  was  in  Houston, 
Texas,  where  they  put  more  cops  on  the  beat. 

They  have  a  new  mayor  who  did  it,  and  they  reduced  the  crime 
rate  by  22  percent.  What  an  example  for  the  rest  of  the  country. 

In  my  own  department,  we  are  continuing  to  modernize  the  IRS's 
information  systems.  We  are  also  taking  several  initiatives  in  the 
Bureau  of  Alcohol,  Tobacco  and  Firearms  to  fight  violent  crime. 

And  while  discretionary  spending  is  projected  to  stay  flat,  man- 
datory spending  is  projected  to  increase  from  $730.4  billion  in  fiscal 
1994  to  $762.9  billion  in  fiscal  year  1995.  Now,  that  is  an  increase 
of  4.4  percent  in  the  absence  of  the  President's  health  reform.  That 
is  a  major  part  of  our  problem. 

We  have  already  taken  steps  to  address  the  issue  of  entitlements 
with  last  year's  Social  Security  tax  change.  It  is  the  health  part 
that  is  really  driving  things.  If  we  want  to  maintain  fiscal  respon- 
sibility over  the  long  run,  that  is  one  we  just  have  to  reform.  Our 


projections  show  that  unless  we  get  that  under  control,  that  deficit 
is  going  to  go  back  up  again. 

With  health  care  reform,  it  is  a  different  picture.  By  1999,  with 
health  care  reform,  0MB  projects  the  deficit  will  be  $20  billion 
below  what  it  would  be  without  health  reform. 

Now,  those  figures  I  think  underscore  the  urgency  of  passing 
comprehensive  health  reform  this  year.  There  is  a  funding  crisis  if 
we  don't  get  that  one  under  control. 

Now,  a  few  words  on  revenues.  We  expect  to  see  a  healthy  7.4 
percent  increase  in  receipts  because  of  improvements  in  the  econ- 
omy and  action  that  we  took  last  year. 

Also,  there  is  one  area  of  revenue  policy  that  we  can  work  on, 
and  that  is  collecting  the  taxes  that  are  on  the  books  now,  doing 
a  more  effective  job  of  that.  When  we  spend  money  to  increase  tax 
compliance,  it  pays  us  back  several  times  over.  Therefore,  begin- 
ning in  fiscal  1995,  the  administration  would  like  to  add  5,000 
FTEs  for  additional  examinations  and  audits. 

We  would  like  to  work  with  Congress  on  a  bipartisan  basis  to  see 
if  some  special  accommodation  might  be  provided  for  such  an  ini- 
tiative within  the  existing  Budget  Enforcement  Acts. 

And  finally,  I  want  to  touch  briefly  on  a  number  of  major  policy 
initiatives  in  addition  to  health  care  reform.  All  of  these  will  be  def- 
icit neutral  in  keeping  with  the  pay-as-you-go  requirements  of  the 
Budget  Act. 

Welfare  reform  is  badly  needed  to  break  a  chain,  the  chain  of  de- 
pendency which  destroys  initiative.  Work  force  security  will  unify 
the  patchwork  of  existing  programs,  and  assist  workers  who  must 
adjust  in  a  changing  economy. 

The  problem  you  have  now  is  that  in  years  past  when  a  fellow 
was  laid  off  from  a  business,  when  a  worker  was,  they  could  expect 
and  hope  they  went  back  to  that  same  job  later  as  the  economy 
turned  around.  That  is  not  what  we  are  facing  today.  We  are  facing 
a  changing  economy.  New  types  of  jobs  being  created.  That  is  the 
reason  that  you  have  to  have  more  training,  you  have  to  learn 
more,  you  have  to  change  and  adjust  to  that  to  get  that  job. 

The  recent  successful  GATT  negotiation  will  open  up  foreign 
markets  to  U.S.  producers  and  create  jobs  here.  These  initiatives, 
together  with  the  proposed  investment  initiatives  and  a  responsible 
budget,  represent  the  President's  ongoing  commitment  to  create  an 
environment  of  security  and  opportunity  for  all  Americans. 

Now,  let  me  conclude  by  saying  that,  together,  we  have  made 
enormous  progress  in  just  1  year.  Lower  interest  rates  have  paid 
big  dividends.  The  economy  is  moving  forward  and  creating  jobs  at 
a  much  more  satisfactory  rate.  Inflation  remains  relatively  low  and 
appears  to  be  stable.  Business  investment  is  recovering  sharply. 

The  budget  proposed  for  fiscal  year  1995  ensures  that  meaning- 
ful, continuing  deficit  reduction  would  be  locked  in  the  process  now 
and  in  the  future.  The  deficit  reduction  itself  is  not  an  end  in  itself 
It  creates  the  economic  climate  in  which  our  economy  can  grow  and 
prosper  and  provide  Americans  a  better  standard  of  living. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Hon.  Lloyd  Bentsen  follows:] 
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Prepared  Statement  of  Hon.  Lloyd  Bentsen,  Secretary  of  the  Treasury 

Chairman  Sabo,  Congressman  Kasich,  members  of  the  Committee:  Last  February, 
I  told  you  that  Americans  wanted  economic  change.  They  didn't  want  business  as 
usual.  We  faced  steadily  rising  budget  deficits,  a  stagnant  economy,  high  unemploy- 
ment, and  falling  real  incomes.  We  have  changed  that. 

A  year  ago,  the  recovery  from  the  1990-1991  recession  was  still  fragile.  Now  it 
is  secure.  We  offered,  and  Congress  enacted,  a  credible  long-term  deficit  reduction 
program.  The  deficit  is  falling,  faster  than  we  expected  I  might  add.  Interest  rates 
are  down  substantially.  Inflation  is  in  check  and  shows  no  signs  of  resurgence.  Em- 
ployment is  growing,  and  unemployment  is  falling.  Americans  now  have  more  con- 
fidence in  their  economic  future.  What  a  difference  a  year  makes. 

In  that  year  our  domestic  progress  also  has  enabled  us  to  reclaim  our  place  of 
leadership  in  the  global  economic  arena,  make  economic  policy  an  integral  part  of 
foreign  policy,  and  pursue  an  export-based  strategy  that  has  produced  both  NAFTA 
and  GATT. 

A  year  ago,  I  came  to  ask  for  deep  spending  cuts  and  a  large  revenue  package. 
This  year,  the  economy  is  recovering  and  the  Clinton  administration  is  asking  for 
not  a  penny  more  in  discretionary  spending.  In  fact,  we're  not  even  asking  for 
enough  to  just  cover  inflation,  we're  asking  for  less  discretionary  spending  than  last 
year. 

We  have  a  budget  that  cuts  government.  It  kills  at  least  115  programs  outright. 
Add  in  what's  being  reduced,  and  that  number  is  over  300.  More  than  50  programs 
are  frozen.  This  year,  with  this  budget,  we're  following  through  on  our  commitment 
to  cut  government  further,  reorient  its  priorities,  make  long-term  investments  in  our 
future,  and  achieve  smaller  and  smaller  deficits. 

Before  we  look  at  what  we're  going  to  accomplish  with  the  fiscal  1995  budget,  we 
ought  to  look  at  what  the  economic  situation  was,  and  remind  ourselves  why  we 
have  to  keep  working  at  this. 

Our  deficit  reduction  effort  clearly  was  badly  needed.  Long-term  interest  rates 
were  abnormally  high  relative  to  short  term  rates,  and  consumer  confidence  was  ab- 
normally low. 

Our  fiscal  situation  deteriorated  badly  during  the  1980's  and  into  the  early  1990's. 
Between  1980  and  1992,  the  budget  deficit  averaged  nearly  $200  billion  a  year. 
We're  only  now  reversing  the  effects  of  that. 

As  my  charts  show,  the  numbers  are  staggering.  In  1980  the  federal  debt  held 
by  the  public  was  less  than  27  percent  of  GDP.  By  the  time  President  Clinton  took 
office,  it  had  nearly  doubled,  to  about  52  percent.  We  had  to  arrest  this  trend. 

Beyond  that,  the  vast  majority  of  Americans  worked  harder  in  the  1980s  and 
gained  little.  The  lowest  income  group  actually  lost  ground.  We  had  become,  by 
some  measures,  a  more  unequal  society  than  at  any  time  since  the  Great  Depres- 
sion, as  you  can  see  from  the  first  chart. 

To  raise  revenues,  together  we  put  in  place  a  tax  rate  increase  that  affects  fewer 
than  2  percent  of  all  taxpayers,  those  who  can  afford  to  pay  a  little  more.  Middle 
income  taxpayers  are  affected  only  by  the  gasoline  tax,  and  the  last  time  I  filled 
up  the  price — with  the  new  tax — was  actually  lower  than  what  prices  were  before 
we  added  the  tax.  Lower-income  workers  are  benefiting  enormously  from  the  ex- 
panded earned  income  tax  credit.  This  is  a  powerful  and  efficient  means  to  lift  the 
working  poor  out  of  poverty. 

Our  deficit  reduction  package  set  the  stage  for  a  major  improvement  in  the  econ- 
omy. We  now  have  in  place  the  essential  elements  for  sustained,  non-inflationary 
growth.  I've  got  a  chart  that  shows  how  the  major  deficit  reduction  actions  of  last 
year  helped  interest  rates  fall. 

Let  me  tell  you  what  else  looks  better,  besides  lower  interest  rates  which  helps 
everyone  from  government  to  consumers.  The  stock  market  is  strong.  Furthermore, 
by  the  second  half  of  1993,  businesses  began  the  kinds  of  investment  that  creates 
self  sustaining  growth.  If  you  look  at  this  next  chart,  you  can  see  that  since  this 
administration  took  office,  business  investment  in  equipment  has  grown  at  an  18 
percent  annual  rate.  Over  the  four  full  years  of  the  previous  administration  it  aver- 
aged a  little  over  3  percent  annually.  What  also  has  happened  is  that  business  and 
consumer  confidence  improved  as  sales  picked  up,  orders  increased,  payrolls  ex- 
panded, and  incomes  rose. 

Beyond  that,  we've  turned  what  was  called  a  "jobless  recovery"  into  a  job-creating 
recovery.  The  American  job  machine  is  now  up  and  running. 

Job  growth  in  1993  doubled  that  of  1992.  Private-sector  jobs  grew  more  in  just 
one  year  than  in  the  entire  four  years  of  the  previous  administration.  You  can  see 
the  difference  on  this  next  chart. 
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Equally  important,  the  jobs  being  created  are  largely  good,  high-paying  jobs.  Much 
of  the  job  growth  has  been  concentrated  in  the  service  sector  in  relatively  high-skill, 
high-wage  areas  such  as  finance,  health  and  business  services.  A  study  by  the  Coun- 
cil of  Economic  Advisers  says  these  new  jobs  are  in  fields  that  pay  about  15  percent 
more  than  the  economy  wide  average. 

Another  ongoing  priority  of  the  administration  is  to  reverse  our  shortfall  in  invest- 
ment. You  recall  the  debt  explosion  of  the  1980s.  It  came  with  a  marked  expansion 
of  consumption  spending  by  both  the  public  and  private  sectors.  It's  like  the  story 
of  the  grasshopper  and  the  ant.  We  fiddled  arouna,  had  a  good  time,  and  didn't  put 
anything  by  for  the  winter,  or — in  this  case — didn't  save  enough  to  invest  in  the 
tools  that  make  American  workers  more  productive.  Low  investment  meant  sluggish 
productivity  growth,  and  that  meant  stagnant  wages  and  incomes. 

What  you're  seeing  now  is  a  natural  correction  taking  place.  American  industry 
is  well  along  in  a  fundamental  restructuring.  It's  squeezed  out  the  fat  and  slimmed 
down.  As  I  mentioned  earlier,  business  is  investing  money  in  plant  and  equipment 
again. 

The  balance  sheets  of  our  businesses  are  far,  far  stronger  than  they  have  been 
in  recent  years.  Corporate  profits  were  up  12  percent  last  year,  even  after  write- 
offs. Long-term  debt  is  replacing  short-term  deot.  Corporations  are  issuing  equity 
again  so  they  can  pay  down  debt.  And  debt  to  equity  ratios  on  a  market-value  basis 
are  now  at  tneir  lowest  point  in  20  years.  We're  also  not  seeing  as  much  in  the  way 
of  leveraged  buyouts.  Business  failures  are  declining.  Our  banking  system  has  re- 
capitalized. These  are  all  very  positive  developments.  We're  becoming  competitive 
again. 

Most  investment  will  be  in  the  private  sector,  and  we're  encouraging  that  through 
lower  interest  rates  and  the  investment  incentives  enacted  in  our  economic  plan. 
But  the  federal  government  also  must  redirect  its  own  activity  toward  investment — 
and  away  from  consumption.  A  serious  shortfall  has  developed  in  public  invest- 
ments. 

We  need  a  long-term  view.  We  can  have  the  world's  most  modem  plants,  but  if 
our  work  force  isn't  well  educated  or  healthy,  we  fall  short  of  our  potential.  As  a 
society  we  must  invest,  in  our  infrastructure,  in  scientific  and  technological  knowl- 
edge, in  worker  skills  that  improve  productivity  and  create  jobs,  and  also  in  the  safe 
streets  and  neighborhoods  that  Americans  demand.  These  investments  clearly  are 
the  role  of  government,  and  they  demand  our  attention. 

Now,  let  me  tell  you  a  bit  about  this  year's  budget.  Like  last  year,  this  year  we 
have  sound,  credible  economic  assumptions. 

We  had  an  excellent  track  record  last  year  in  forecasting  growth.  Our  forecasts 
closely  matched  the  private  forecasts.  And  the  final  figure  for  the  four  quarters 
came  in  at  2.9  percent,  or  just  over  the  2.8  percent  figure  we  used  for  budgeting. 

This  year  the  economy  appears  likely  to  move  along  a  path  of  moderate  growth. 
We  are  starting  with  the  background  of  a  surprisingly  strong  fourth  quarter  when 
real  growth  soared  to  5.9  percent.  We  expect  steady  growth  over  the  budget  period. 
In  1994,  we  expect  real  GDP  growth  to  average  3  percent,  and  then  taper  down  to 
about  2.5  percent  by  1999.  We  believe  unemployment  will  continue  to  decline  and 
reach  5.5  percent  by  1998.  And  we  believe  inflation  will  edge  up  very  gradually,  to 
3  percent,  by  the  end  of  the  period.  As  to  interest  rates,  we  expect  short-term  rates 
will  move  up  gradually  to  alsout  4.5  percent  by  1997,  and  long-term  rates  should 
remain  stable. 

While  we  have  reversed  may  of  the  dangerous  trends  of  the  past,  we  still  have 
hard  work  ahead  of  us.  This  budget,  with  its  tough  choices,  ensures  that  we  meet 
the  requirement  to  keep  deficits  declining.  The  discretionary  spending  caps  reinforce 
the  President's  fiscal  responsibility.  This  budget  shifts  spending  from  consumption 
to  investment.  And  by  passing  comprehensive  health  care  reform,  we  can  make 
strong  progress  in  restraining  the  fastest  growing  segment  of  the  overall  economy. 

The  fiscal  year  1995  Budget  proposes  an  increase  in  outlays  of  2.3  percent — that's 
less  than  inflation — and  a  7.4  percent  increase  in  revenues,  reducing  the  deficit  to 
$176  billion,  down  nearly  $60  billion  from  fiscal  '94.  The  Office  of  Management  and 
Budget  projects  the  deficit  will  reach  a  low  of  $173  billion  in  FY  1996  and  move 
up  only  moderately  to  $201  billion  by  the  year  1999.  This  represents  significant  im- 
provement from  previous  projections.  The  next  chart  we  have  shows  that  the  deficit 
as  a  percentage  of  GDP  would  be  more  than  cut  in  half  from  the  5.2  percent  pro- 
jected one  year  ago  under  the  policies  of  the  previous  administration  to  2.5  percent 
by  1995  and  to  2.3  percent  for  the  rest  of  the  decade.  If  the  President's  health  care 
reform  plan  is  enacted  projected  deficits  will  be  even  lower. 

The  key  to  keeping  deficits  headed  down  is  to  control  spending.  The  very  tight 
discretionary  spending  caps  are  essential  to  meeting  our  commitment.  Total  discre- 
tionary spending  will  decline,  from  $550.1  billion  in  FY  1994  to  $542.4  billion  in  FY 
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1995.  This  is  an  absolute  decline.  If  we'd  let  it  keep  pace  with  inflation,  this  year's 
$550  billion  would  be  $565  billion.  It  is  clear  that  in  an  environment  of  constrained 
resources,  we  have  worked  hard  to  find  savings  that  will  not  hurt  the  economy  or 
the  delivery  of  public  services. 

This  is  a  tough  budget.  There's  a  lot  of  pain  in  it,  a  lot  of  blood  on  the  floor.  We 
propose  killing  at  least  115  programs,  some  which  would  be  nice  to  keep  but  we 
can  t  afford  any  more.  Others  iust  aren't  needed  any  longer.  The  terminations  range 
from  a  tree-plating  project,  to  heavy  duty  high-tech  hardware  at  the  Pentagon.  Some 
things  many  of  us  have  traditionally  supported,  like  education  and  library  pro- 
grams, are  going.  We  have  to  make  way  for  other  things.  The  story's  the  same  in 
the  programs  we  are  reducing — everything  from  rural  electric  and  telephone  loan 
subsidies  to  the  Apache  attack  helicopter.  Some  51  budget  accounts  are  frozen  at 
1994  levels,  with  no  increase  for  inflation. 

We're  also  saving  money  through  personnel  reductions  and  administrative  savings 
as  directed  by  the  President. 

At  Treasury,  we're  taking  some  hits,  too.  We're  cutting  back  over  3,500  jobs  and 
reducing  spending  in  five  areas,  some  of  it  I'm  proud  to  say  through  increased  effi- 
ciency. 

These  cuts  are  spread  throughout  the  government.  Many  offices  were  required  to 
cut  programs  in  one  area  to  finance  higher  priority  initiatives  in  another — such  as 
fighting  crime,  or  retraining  workers. 

It's  one  thing  to  have  an  economy  in  which  things  never  change,  but  when  produc- 
tion can  move  rapidly,  when  capital  moves  at  the  speed  of  light,  we  have  to  invest 
in  the  things  that  make  our  economy  able  to  flex  and  adjust.  That's  why  this  budget 
is  not  solely  about  spending  cuts,  ft  boosts  spending  in  areas  of  national  priority. 

The  President  is  committed  to  investing  in  physical  capital  and  in  people  to 
strengthen  the  economy,  increase  living  standards  and  create  jobs.  To  boost  invest- 
ment, we  are  recommending  modest  increases  in  FY  1995  for  a  number  of  programs 
that  are  particularly  important  to  sustained  economic  growth.  Over  the  past  two 
years,  these  programs  have  had  outlay  increases  of  $15.3  billion  (budget  authority 
of  $23  billion).  We're  asking  for  additional  outlay  increases  of  $7.7  billion  ($13.7  bil- 
lion in  budget  authority).  If  we  had  the  money,  we'd  like  to  devote  more  to  these 
programs,  but  the  reality  is  that  even  these  modest  increases  mean  stringent  econo- 
mies elsewhere  in  the  budget. 

Major  new  initiatives  are  proposed  for  investments  in  people,  science  and  tech- 
nology, infrastructure,  and  the  environment.  This  budget  proposes  new  initiatives 
to  provide  for  health  security,  personal  security  and  national  security.  Examples  in- 
clude a  total  of  $1.5  billion  for  help  for  dislocated  workers;  $250  million  for  one-stop 
career  shopping;  and  an  additional  $700  million  for  Head  Start;  an  additional  $1.4 
billion  in  technology  investments,  such  as  the  Vice  President's  information  highways 
program;  and  a  total  of  $2.8  billion  for  crime  bill  initiatives  such  as  putting  another 
100,000  new  police  on  the  beat. 

In  my  own  department  we  are  continuing  our  efforts  to  modernize  the  IRS's  infor- 
mation systems  to  improve  targeting  and  compliance,  in  addition  to  customer  serv- 
ice. Also,  we  have  several  initiatives  in  the  Bureau  of  Alcohol,  Tobacco  and  Firearms 
(ATF)  which  will  strengthen  its  ability  to  fight  violent  crime. 

While  discretionary  spending  is  projected  to  stay  flat,  mandatory  spending  is  pro- 
jected to  increase  from  $730.4  billion  in  FY  1994  to  $762.9  billion  in  FY  1995,  an 
increase  of  4.4  percent,  in  the  absence  of  the  President's  health  reform. 

That's  a  major  part  of  our  problem.  We've  already  taken  steps  to  address  the  issue 
of  entitlements  with  last  year's  Social  Security  tax  change.  It's  the  health  part  that's 
really  driving  things.  Across  our  economy  last  year,  health  care  costs  rose  more  than 
5  percent,  but  that's  still  twice  the  rate  of  inflation.  Medicare  in  1993  cost  us  more 
than  10  percent  more  than  it  did  in  1992.  For  Medicaid,  it  vv^as  nearly  12  percent. 
If  we  want  to  maintain  fiscal  responsibility  over  the  long  run,  that's  what  we  must 
get  under  control  through  fundamental  health  care  reform. 

Our  projections  show  that  unless  we  get  this  under  control,  the  deficit  will  turn 
back  up.  With  health  care  reform,  it's  a  different  picture.  The  deficit  is  declining 
as  the  five-year  budget  window  ends.  By  1999,  we  project  that  the  deficit  will  be 
only  $181  billion  if  our  health  care  plan  is  enacted,  or  $20  billion  below  what  we 
calculate  it  would  be  without  health  care  reform.  These  figures  underscore  the  ur- 
gency of  passing  comprehensive  health  care  reform  this  year.  There  is  a  funding  cri- 
sis ii  we  don't  get  this  under  control. 

A  few  words  on  revenues.  We  expect  to  see  a  healthy  7.4  percent  increase  in  re- 
ceipts because  of  improvements  in  the  economy  and  action  taken  last  year. 

Also,  there  is  one  area  of  revenue  policy  that  we  can  work  on — collecting  the  taxes 
that  are  on  the  books  now.  When  we  spend  money  to  increase  tax  compliance,  it 
pays  us  back  several  times  over.  Therefore,  beginning  in  fiscal  1995,  the  Adminis- 
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tration  would  like  to  add  5,000  FTEs  for  additional  examinations  and  audits.  We 
would  like  to  work  with  Congress  on  a  bipartisan  basis  to  see  if  some  special  accom- 
modation might  be  provided  for  such  an  initiative  within  the  existing  Budget  En- 
forcement Act. 

Over  the  long  term,  the  IRS  will  be  executing  a  complete  reinvention  plan  based 
on  its  extensive  computer  modernization.  This  will  allow  the  IRS  to  target  compli- 
ance efforts  far  more  efficiently.  And  it  will  free  up  resources  that  can  be  transferred 
to  front-line  compliance  activities. 

Finally,  1  wanted  to  touch  briefly  on  a  number  of  major  policv  initiatives  we  con- 
template in  addition  to  health  care  reform.  All  of  these  will  be  deficit-neutral  in 
keeping  with  the  pay-as-you-go  requirements  of  the  budget  act. 

Welfare  reform  is  badly  needed  to  break  a  chain  of  dependency  which  destroys 
initiative. 

Work  force  security  will  unify  a  patchwork  of  existing  programs  and  assist  work- 
ers who  must  adjust  in  a  chan^ng  economy. 

The  recent  successful  GATT  negotiations  will  open  foreign  markets  to  U.S.  pro- 
ducers and  raise  the  U.S.  standard  of  living. 

These  initiatives,  together  with  the  proposed  investment  initiatives  and  a  respon- 
sible budget,  represent  the  President's  ongoing  commitment  to  create  an  environ- 
ment of  security  and  opportunity  for  every  American. 

Let  me  close  by  saying  that  together  we  have  made  enormous  progress  in  just  one 
year.  Lower  interest  rates  have  paid  big  dividends.  The  economy  is  moving  forward 
and  creating  jobs  at  a  much  more  satisfactory  rate.  Inflation  remains  relatively  low 
and  appears  to  be  stable.  Business  investment  is  recovering  sharply.  This  budget 
proposed  for  FY  1995  ensures  that  meaningful,  continuing  deficit  reduction  will  be 
locked  into  the  process — now  and  in  the  future.  Deficit  reduction  is  not  an  end  in 
itself  It  creates  the  economic  climate  in  which  our  economy  can  grow  and  Ameri- 
cans will  see  their  optimism  rewarded  with  sustained  growth  in  their  standard  of 
living. 
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Chairman  Sabo.  Thank  you,  Mr.  Secretary. 

Dr.  Rivlin,  we  will  put  your  entire  statement  in  the  record.  Do 
you  have  any  opening  comments? 

STATEMENT  OF  HON.  ALICE  M.  RIVLIN,  DEPUTY  DIRECTOR, 
OFFICE  OF  MANAGEMENT  AND  BUDGET 

Dr.  Rivlin.  Yes,  Mr.  Chairman,  I  would  like  to  hit  the  highlights 
of  it,  if  I  may. 

I  am  really  pleased  to  be  back  before  this  committee  and  to  join 
the  Secretary  in  explaining  the  administration's  1995  budget.  It  is 
especially  gratifying  to  return  with  the  good  first-year  results  that 
the  Secretary  has  reported,  results  which  give  us  renewed  deter- 
mination to  work  closely  with  you  to  continue  on  the  course  we 
chose  together  last  year. 

This  morning  I  would  like  to  add  briefly  to  the  Secretary's  excel- 
lent overview  by  stressing  two  critical  themes.  First,  they  are  the 
unprecedented  fiscal  discipline  that  the  President  is  imposing  on 
our  public  finances.  And  second,  the  way  that  the  budget  is  shifting 
priorities  toward  high-return  investments  within  this  overall 
framework. 

I  am  a  long-time  budgeteer  and  have  been  before  this  panel 
many  times,  and  let  me  say  that  this  is  the  toughest  budget  any 
President  has  ever  presented  to  you.  Discretionary  spending  goes 
down  and  not  up,  and  that  is  unique.  For  too  long  rhetorical  flour- 
ishes and  smoke-screens  have  substituted  for  hard  budget  choices 
needed  to  put  our  house  in  order.  But  this  year,  thanks  to  the  hard 
work  of  the  administration  and  the  Congress  working  together  last 
year,  the  numbers  truly  speak  for  themselves. 

We  have  put  in  the  budget  and  I  have  attached  to  my  testimony 
a  handy  one-page  new  directions  index  which  I  commend  to  you  in 
looking  for  those  results. 

Overall,  spending  will  grow  under  our  plan  at  4.6  percent  per 
year  as  compared  to  the  6.3  percent  annual  growth  over  the  last 
12  years. 

Federal  spending  as  a  share  of  total  output  is  headed  down. 

Thanks  largely  to  the  leadership  shown  by  the  Budget  Commit- 
tees in  imposing  the  stringent  caps  that  force  us  together  to  step 
up  to  the  hard  choices,  discretionary  spending  will  actually  decline 
$7.5  billion  in  this  1995  budget. 

And  it  will  take,  over  the  next  5  years,  an  unprecedented  12  per- 
cent cut  in  real  terms.  That  is  a  very  impressive  cut.  Even  looking 
only  at  domestic  spending,  the  President  is  proposing  real  cuts, 
cuts  after  inflation,  of  1  percent  yearly. 

So  let  us  be  clear.  The  close  cooperation  between  Congress  and 
the  administration  in  developing  a  tough  5-year  blueprint  has  re- 
sulted in  the  President's  submitting  a  discretionary  budget  tighter 
than  ever  proposed  before.  It  eliminates  programs,  it  cuts  pro- 
grams, as  the  Secretary  has  emphasized.  At  the  same  time  we  are 
reducing  very  substantially  the  number  of  people  who  work  for  the 
government  and  tightening  up  on  programs  and  making  them  work 
better. 

These  numbers  speak  to  a  record  of  which  we  can  all  be  proud. 
But  they  require  us  to  recommit  ourselves  to  the  bold  course  we 
charted  last  year.  Taken  as  a  whole,  these  measures  tell  a  story  of 
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fiscal  discipline  that  has  been  missing  in  action  from  American  pol- 
itics for  too  long. 

You  remember  the  old  advertisements  that  featured  actor  Robert 
Young  from  Marcus  Welby  when  he  would  say,  "I  am  not  a  doctor, 
but  I  play  one  on  TV."  Well,  for  too  long  we  have  had  Presidents 
who  weren't  fiscal  conservatives  but  who  played  one  on  TV.  To- 
gether, this  President  and  this  Congress  have  shown  the  American 
people  that  old  labels  and  categories  don't  make  much  sense.  It  is 
actions  that  count. 

Moreover,  I  should  add  that  the  President  has  delivered  this 
tough  budget  while  assuring  that  America's  armed  forces  remain 
the  strongest  and  the  best  in  the  world.  Since  this  is  an  area  where 
political  rhetoric  often  outstrips  reality,  let  me  call  attention  to  sev- 
eral facts. 

The  Pentagon  budget  under  President  Eisenhower  averaged  $243 
billion  in  1995  dollars.  Under  Gerald  Ford,  it  was  $249  billion. 
Under  Richard  Nixon,  it  was  $255  billion.  President  Clinton  pro- 
poses a  Pentagon  budget  of  $252  billion  this  year. 

With  the  Cold  War  over,  is  it  not  reasonable  to  believe  that  we 
can  continue  America's  military  preeminence  with  spending  levels 
as  high  as  was  chosen  by  those  heralded  Cold  Warriors? 

The  result  of  the  fiscal  responsibility  that  this  committee  had 
such  a  strong  hand  in  forging  is  that  the  frightening  spiral  of  debt 
growing  faster  than  the  economy  has  finally  been  brought  under 
control,  as  the  Secretary  has  noted. 

Looking  at  these  new  directions,  one  only  can  join  Secretary 
Bentsen  in  saying.  What  a  difference  a  year  makes.  After  a  year, 
the  results  are  pouring  in.  On  every  measure  of  spending  and  fiscal 
discipline,  this  administration  has  delivered. 

By  cutting  hundreds  of  programs  and  freezing  spending,  bringing 
the  deficit  down  40  percent  in  a  year  and  slashing  a  quarter  mil- 
lion Federal  employees.  Bill  Clinton  has  set  a  new  standard  of  fis- 
cal responsibility.  The  old  rhetorical  games  won't  fool  the  American 
people  anymore  when  it  comes  to  fiscal  discipline.  The  numbers 
prove  that  Bill  Clinton  is  the  real  McCoy. 

We  must  all  remember  that  our  mutual  commitment  to  fiscal  dis- 
cipline is  not  grounded  in  some  abstract  affinity  for  root  canal  or 
hard  choices.  It  reflects  the  need  to  invest  in  America's  future. 
Staying  the  course  on  deficit  reduction  is  a  crucial  component  of 
this  plan  because  it  reduces  the  Federal  Government's  drain  on  na- 
tional saving,  freeing  up  funds  for  productivity-enhancing  invest- 
ments in  the  private  sector. 

At  the  same  time,  there  are  investments  in  our  collective  future 
that  only  the  government  can  make.  This  administration  doesn't 
share  the  view  that  everything  the  government  does  is  bad.  We 
need  badly  public  investments  in  skills,  in  technology,  and  in  com- 
mon infrastructure.  Those  are  essential  to  the  long-run  health  of 
our  economy. 

This  budget  reflects  very  considerable  growth  in  essential  invest- 
ment, especially  if  you  look  over  the  2-year  period  since  1993:  Head 
Start  up  45  percent  over  its  1993  level.  The  WIC  program  up  25 
percent.  Targeted  investments  in  worker  skills  and  training  rising 
close  to  30  percent  over  the  1993  levels.  Infrastructure  spending, 
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which  supports  future  growth  and  productivity  even  as  it  creates 
jobs  today,  goes  up  $3  billion  over  1993  levels. 

In  the  environment  area,  priority  investment  increased  28  per- 
cent over  1993.  And  research  and  development,  so  critical  to  our  fu- 
ture, goes  up  $2.5  billion,  or  4  percent  over  last  year,  particularly 
impressive  when  you  look  at  the  12  percent  that  overall  discre- 
tionary spending  will  fall,  in  real  terms,  over  the  5-year  period. 

These  investments  continue  the  President's  pledge  to  budget  not 
simply  tough  but  smart,  to  shift  priorities  so  that  Americans  are 
equipped  with  skills  and  technology  and  infrastructure  to  deliver 
more  jobs,  better  jobs,  and  better-paying  jobs,  over  the  long  run. 

We  look  forward  to  working  with  this  committee  and  with  your 
colleagues  on  the  Appropriations  Committee  to  make  room  for 
these  critical  investments  over  the  long-run  future. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Hon.  Alice  M.  Rivlin  follows:] 

Prepared  Statement  of  Hon.  Alice  M.  Rivlin,  Deputy  Director,  Office  of 

Management  and  Budget 

Mr.  Chairman,  I'm  delighted  to  be  back  before  the  House  Budget  Committee  and 
to  join  Secretary  Bentsen  in  explaining  the  Administration's  1995  budget.  It's  espe- 
cially gratifying  to  return  with  the  good  first  year  results  that  the  Secretary  has 
reported — results  which  give  us  renewed  determination  to  work  closely  with  you  to 
continue  on  the  course  we  chose  together  last  February.  This  morning  I'd  like  briefly 
to  add  to  the  Secretary's  excellent  overview  by  stressing  two  critical  themes  we  be- 
lieve you  should  bear  in  mind  as  we  begin  another  season  of  delivering  results  for 
the  American  people.  They  are,  first,  the  unprecented  fiscal  discipline  this  President 
is  imposing  on  our  public  finances;  and,  second,  the  way  the  President  is  shifting 
priorities  toward  high-return  investments  within  this  overall  framework  of  dis- 
cipline and  restraint. 

Fiscal  Discipline 

As  a  longtime  budgeteer  who  has  been  before  this  panel  many  times,  let  me  not 
mince  words:  this  is  the  toughest  budget  any  President  has  ever  presented  to  you. 
For  too  long,  rhetorical  flourishes  and  smokescreens  have  substituted  for  the  hard 
budget  choices  needed  to  put  our  house  in  order.  But  this  year,  thanks  to  the  hard 
work  the  Administration  and  Congress  completed  together  last  year,  the  numbers 
truly  speak  for  themselves.  If  you  glance  at  the  handy,  one-page  "New  Directions 
Index"  from  our  budget  that  I've  attached  to  my  testimony,  you'll  find  that  on  every 
measure  of  fiscal  discipline,  where  those  who  came  before  us  merely  talked,  this 
President — working  hand-in-hand  with  this  Congress — has  delivered: 

Overall  federal  spending  will  grow  4.6%  yearly  from  1994  to  1999,  significantly 
lower  than  the  6.3%  annual  growth  turned  in  by  our  predecessors  over  12  years; 

Federal  spending  as  a  share  of  our  total  output  will  be  lower  under  President  Clin- 
ton than  under  Presidents  Reagan  and  Bush.  From  1981  to  1993,  federal  spend- 
ing averaged  23. 1%  of  GDP.  But  because  of  the  teamwork  of  this  Administra- 
tion and  this  Congress,  under  President  Clinton,  from  1994  to  1999,  federal 
spending  will  average  just  21.6%  of  GDP— and  that  includes  the  new  federal 
spending  for  health  reform; 

Thanks  largely  to  the  leadership  shown  by  the  Budget  Committees  in  imposing  the 
stringent  caps  that  force  us  together  to  step  up  to  hard  choices,  discretionary 
spending  will  actually  decline  about  7.5  billion  dollars  in  this  1995  budget.  It 
vkdll  take  an  unprecedented  12%  cut  in  real  terms  over  five  years.  Even  looking 
only  at  domestic  discretionary  spending,  the  President  is  proposing  real  cuts, 
adjusted  for  inflation,  of  over  1  percent  yearly.  Let  us  be  clear:  the  close  coopera- 
tion between  Congress  and  the  Administration  in  developing  a  tough  five  year 
blueprint  has  resulted  in  the  President  submitting  a  discretionary  budget  tighter 
than  any  ever  proposed  before; 

The  budget  eliminates  more  than  115  programs  and,  including  those  eliminations, 
cuts  more  than  300 — and  these  are  cuts  in  actual  dollars  spent; 


24 

After  our  predecessors  added  44,000  bureaucrats  to  the  government  from  1981  to 
1993,  this  President  cuts  252,000  employees  from  the  federal  payroll  by  1999, 
reducing  federal  employment  below  2  million  for  the  first  lime  since  1966.  Yet 
of  course  the  Administration's  plans  for  reforming  government  go  far  beyond 
simply  getting  leaner;  we're  in  the  midst  of  a  wholesale  revolution  to  improve 
the  way  government  works  under  the  tireless  inspiration  of  the  Vice  President 
and  his  National  Performance  Review.  Working  closely  with  the  Congress,  and 
with  our  agency  chief  operating  officers  through  the  President's  Management 
Council,  we  expect  to  continue  our  long  march  toward  world-class  standards  of 
customer  service.  From  buying  things  smarter  to  making  tax  forms  simpler, 
we're  on  a  mission  to  restore  faith  in  government  and  make  it  worthy  of  our 
customers — the  American  people. 

These  numbers  speak  to  a  record  of  which  we  all  can  be  proud.  But  they  require 
that  we  recommit  ourselves  to  the  bold  course  we  charted  together  last  year.  Taken 
as  a  whole,  these  measures  tell  a  story  of  fiscal  discipline  that's  been  missing-in- 
action from  American  politics  for  too  long.  Remember  the  old  advertisements  that 
featured  actor  Robert  Young  from  Marcus  Welby,  when  he'd  say,  "I'm  not  a  doctor, 
but  I  play  one  on  TV?"  Well,  for  too  long  we've  had  Presidents  who  weren't  fiscal 
conservatives,  but  who  played  one  on  TV!  Together  this  President  and  this  Congress 
have  shown  the  American  people  that  old  categories  and  labels  don't  make  much 
sense  anymore — it's  actions  that  count. 

Moreover,  I  should  add  that  the  President  has  delivered  this  tough  budget  while 
assuring  that  America's  armed  forces  remain  the  strongest  and  best  in  the  world. 
Since  this  is  an  area  where  political  rhetoric  often  outstrips  reality,  let  me  call  at- 
tention to  several  facts.  The  Pentagon  budget  under  President  Eisenhower  averaged 
$243  billion  in  1995  dollars;  under  Gerald  Ford  it  was  $249  billion-  and  under  Rich- 
ard Nixon,  $255.  President  Clinton  proposes  a  Pentagon  budget  of  $252  billion  this 
year.  With  the  Cold  War  over,  is  it  not  reasonable  to  believe  we  can  continue  Ameri- 
ca's military  preeminence  with  spending  levels  as  high  as  those  chosen  by  these  her- 
alded Cold  Warriors? 

The  result  of  the  fiscal  responsibility  this  Committee  has  had  such  a  strong  hand 
in  forging  is  that  the  frightening  spiral  of  debt  growing  faster  than  the  economy  has 
finally  been  brought  under  control.  Since  1981,  public  debt  as  a  share  of  GDP  has 
soared  from  26.5%  to  52.3%.  Under  the  President's  plan,  by  1999,  it  drops  again  to 
50.7%,  finally  getting  back  on  a  downward  course. 

Looking  at  these  new  directions,  one  can  only  exclaim  as  Secretary  Bentsen  did 
a  moment  ago:  "What  a  difference  a  year  makes."  After  one  year  in  office  and  with 
the  President's  economic  plan  enacted,  the  results  are  pouring  in.  On  every  measure 
of  spending  and  fiscal  discipline  this  President  has  delivered.  By  cutting  hundreds 
of  programs,  freezing  spending,  bringing  the  deficit  down  40%  in  a  year  and  slash- 
ing a  quarter  million  federal  employees.  Bill  Clinton  has  set  the  new  standard  of 
fiscal  responsibility.  The  old  rhetorical  games  won't  fool  the  American  people  any- 
more. When  it  comes  to  fiscal  discipline,  the  numbers  prove  that  Bill  Clinton  is  the 
real  McCoy. 

Investing  in  the  Future 

We  must  all  remember  that  our  mutual  commitment  to  fiscal  discipline  and  deficit 
reduction  is  not  grounded  in  some  abstract  affinity  for  "root  canal"  or  hard  choices. 
It  reflects  the  need  to  invest  in  America's  future.  Staying  the  course  on  deficit  reduc- 
tion is  a  crucial  component  of  this  plan  because  it  reduces  the  federal  government's 
drain  on  national  saving,  freeing  up  funds  for  productivity-enhancing  investments 
in  the  private  sector.  At  the  same  time,  however,  there  are  investments  in  our  col- 
lective future  that  only  government  can  make.  This  budget  assures  that  our  overall 
fiscal  restraints  still  leave  room  for  urgently  needed  public  investments  in  the  skills, 
technology,  and  common  infrastructure  that  are  essential  to  long-term  economic 
growth  and  rising  living  standards. 

As  you  review  the  budget  you  will  thus  see  a  continued  commitment  to  shift  prior- 
ities toward  programs  that  we  believe  pay  a  substantial  return  in  the  future.  Let 
me  highlight  here  just  a  few: 

The  Administration's  budget  increases  Head  Start  45%  over  its  1993  level,  meaning 
that  an  additional  126,000  children  will  be  served; 

The  WIC  program  is  increased  25%  over  1993,  so  that  it  will  serve  more  than  a  mil- 
lion more  women  and  children  than  it  did  2  years  ago; 

Targeted  investments  in  worker  skills  and  training  rise  close  to  30%,  nearly  $1.5 
billion,  over  1993  levels.  These  efforts  include  the  Administration's  proposal  to 
consolidate,   expand   and  improve  existing  programs  under  a  comprehensive 
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Workforce  Security  program.  It  also  includes  our  school-to-work  initiative  to 
help  get  better  jobs  for  non-college-bound  Americans; 

Infrastructure  spending — which  supports  future  growth  and  productivity  even  as  it 
creates  jobs  today — goes  up  $3  billion  over  1993  levels,  to  restore  highways  and 
bridges,  relieve  urban  congestion,  and  upgrade  our  airports  and  rail  systems; 

In  the  environmental  area,  priority  investments  are  increased  28%,  or  more  than 
$2  billion  over  1993,  to  clean  our  drinking  water,  protect  our  natural  resources, 
preserve  wetlands,  and  research  new  energy  alternatives; 

Research  and  development,  so  critical  for  our  future,  goes  up  $2.5  billion  or  4%  over 
last  year — a  particularly  impressive  investment  at  a  time  when  overall  discre- 
tionary spending  will  fall  12%  in  real  terms  over  5  years.  Among  other  things, 
these  investments  will  support  advances  in  high  performance  computing;  bio- 
medical research;  the  national  information  infrastructure  the  Vice  President  has 
championed  so  effectively;  and  countless  other  areas  that  will  assure  American 
technological  leadership,  and  the  jobs  that  come  with  it. 

These  investments  continue  the  President's  pledge  to  budget  not  simply  tough  but 
smart;  to  shift  priorities  so  that  Americans  are  equipped  with  the  skills,  technology 
and  infrastructure  to  deliver  more  jobs,  better  jobs,  and  better-paying  jobs  over  the 
long  haul.  We  look  forward  to  working  with  this  Committee  and  with  your  col- 
leagues on  the  Appropriations  Committees  to  make  room  for  these  critical  invest- 
ments for  our  future. 

Before  closing,  and  in  the  context  of  this  tough  budget  we've  discussed  this  morn- 
ing, I'd  like  to  offer  a  brief  thought  on  the  Balanced  Budget  Amendment,  which  may 
soon  make  another  of  its  occasional  forays  onto  the  center  of  our  political  stage.  This 
budget  makes  real  progress  on  the  deficit  and  on  long-term  growth — it  keeps  us  on 
track  on  a  blueprint  laid  out  last  year  which  is  already  showing  dramatic  results 
for  our  economy,  for  our  people,  for  deficit  reduction,  and  for  our  collective  future. 
Those  of  us  who've  long  opposed  the  Balanced  Budget  Amendment  have  said  that 
what  we  needed  wasn't  a  gimmick  but  Presidential  leadership;  that  we  didn't  need 
to  muck  up  the  Constitution — we  just  needed  to  roll  up  our  sleeves  and  "do  it."  Mr. 
Chairman,  the  record  of  the  last  year  and  this  new  tough  budget  shows  that  we 
have  that  President — and  together  we  are  doing  it. 

Thank  you,  Mr.  Chairman. 
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THE  PRESroENTS  1995  BUDGET:  THE  "NEW  DIRECTION"  INDEX 

Economic  Growth 

Unemployment  rate,  December  1993  6.4% 

Unemployment  rate,  December  1992  7.3% 

Number  of  private  sector  jobs  created,  February  1993-December  1993 1.6  million 

Number  of  private  sector  jobs  created,  January  1989-January  1993  1.0  million 

Mortgage  rate,  January  1994 7.09% 

Mortgage  rate,  January  1993 8.22% 

Number  of  Americans  who  saved  money  by  refinancing  their  mortgages,  1993  5.4  million 

Rate  of  business  investment  growth,  first  three  quarters  1993 16.5% 

Rate  of  business  investment  growth,  4th  quarter  1988-4th  quarter  1992  2.2% 

Fiscal  Responsibility 

Number  of  programs  terminated  in  1995  budget  proposal   More  than  115 

Number  of  programs  cut  below  last  year's  dollar  level    More  than  300 

Annual  spending  growth  (nominal),  1994  to  1999  4.6% 

Annual  spending  growth  (nominal),  1981  to  1993  6.3% 

Annual  spending  growth  (real),  1994  to  1999  1.4% 

Annual  spending  growth  (real),  1981  to  1993  2.2% 

Federal  spending  as  share  of  GDP,  average  1994  to  1999  21.6% 

Federal  spending  as  share  of  GDP,  average  1981  to  1993  23.1% 

Deficit  as  share  of  GDP,  1997  2.4% 

Deficit  as  share  of  GDP,  1992  4.9% 

Annual  discretionary  spending  growth  (nominal),  1994  to  1999  -0.1% 

Annual  discretionary  spending  growth  (nominal),  1981  to  1993  4.8% 

Annual  discretionary  spending  growth  (real),  1994  to  1999  -2.9% 

Annual  discretionary  spending  growth  (real),  1981  to  1993  1.0% 

Annual  non-defense  domestic  discretionary  spending  growth  (nominal),  1994  to  1999  1.7% 

Annual  non-defense  domestic  discretionary  spending  growth  (nominal),  1981  to  1993  4.4% 

Annual  non-defense  domestic  discretionary  spending  growth  (real),  1994  to  1999   -1.2% 

Annual  non-defense  domestic  discretionary  spending  growth  (real),  1981  to  1993  0.6% 

Change  in  public  debt  as  share  of  GDP,  1994  to  1999  52.3%  to  50  7% 

Change  in  public  debt  as  share  of  GDP,  1981  to  1993  26.5%  to  51.6% 

Number  of  years  of  projected  consecutive  deficit  declines,  1993  to  1995  3 

Last  President  with  3  years  of  consecutive  deficit  declines  Truman 

Number  of  Federal  employees  added,  1981  to  1993   44,000 

Number  of  Federal  employees  cut,  1993  to  1995  -118,000 

Number  of  Federal  employees  cut,  1993  to  1999   -252,000 

Number  of  new  police  officers  on  the  street  by  1998  100,000 

Projected  number  of  Federal  employees,  1999  1.9  million 

Last  year  Federal  employment  was  below  2  million  1966 

Investing  in  People 

Increase  in  Head  Start  funding  by  1995  (over  1993)  45% 

Additional  children  enrolled  in  Head  Start  by  1995  (over  1993)  126,000 

Percent  of  students  able  to  make  income-contingent  college  loan  repayments,  1993  Less  than  1% 

Percent  of  students  able  to  make  income-contingent  college  loan  repayments,  1995  100% 

Typical  student's  savings  from  lower  fees  and  interest  under  phased-in  loan  reforms  $1,250 

Number  of  young  Americans  providing  community  service  for  partial  loan  repayment,  1995  33,000 

Increase  in  Chapter  1  education  dollars  going  to  schools  in  poorest  districts  by  1998   40% 

Number  of  working  families  getting  tax  cut  to  reward  work,  1994  15  million 

Number  of  dislocated  workers  receiving  help  finding  a  new  job,  1993  350,000 

Number  of  dislocated  workers  receiving  help  under  Workforce  Security  program  1.3  million 

Number  of  small  businesses  getting  SBA-backed  loan  guarantees  in  1995  35,000 

Average  number  of  small  businesses  getting  such  loans  yearly  in  the  late  1980s   15,000 

Keeping  America  Strong 

Average  defense  budget,  Eisenhower  Administration  (1995  dollars)  $243.3  billion 

Average  defense  budget.  Ford  Administration  (1995  dollars)  $249.8  billion 

Average  defense  budget,  Nixon  Administration  (1995  dollars)  $254.8  billion 

Proposed  defense  budget,  1995  $252.2  billion 

NoLc  Pre^eclcd  fiKal  ealimale*  include  health  care  nform 
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Chairman  Sabo.  Thank  you,  Dr.  Rivlin. 

Mr.  Secretary,  I  have  two  questions.  I  will  ask  them  both  at  the 
same  time  and  let  you  respond. 

The  Federal  Reserve  recently  upped  short-term  interest  rates. 
Whether  one  thinks  it  was  right  or  wrong,  it  happened.  I  am  curi- 
ous what  you  expect  the  impact  of  that  to  have  on  long-term  inter- 
est rates  and  what  its  general  economic  impact  is. 

And  secondly,  I  suppose  it  is  nice  to  read  stories  which  say  how 
our  economy  is  functioning  so  much  better  than  Japan's  and  Ger- 
many's today,  but  in  reality  we  would  be  better  off  if  their  econo- 
mies were  functioning  better.  I  know  the  administration  is  involved 
in  working  with  the  Japanese  government,  in  terms  of  access  to 
their  markets  through  aid,  on  how  Japan  might  get  their  economy 
going  again.  I  will  let  you  just  respond  to  those  two  questions. 

Secretary  Bentsen.  On  the  question  as  to  how  it  affects  long- 
term  interest  rates,  this  is  a  modest  increase  in  short  term  rates, 
apparently  to  3V4  percent.  Treasury  bills  will  generally  reflect  that, 
but  it  should  have  a  very  minor  effect  on  long-term  rates.  That  is 
traditional.  Any  adjustment  on  long-term  rates,  when  you  see 
short-term  rates  go  up,  is  likely  to  be  somewhat  less.  In  fact,  it 
could  stabilize  the  situation. 

We  have  seen  long-term  rates  staying  relatively  constant.  And 
that  is  most  encouraging  for  the  growth  of  the  economy.  They  could 
actually  come  down  a  little. 

Now,  on  the  second  question,  your  timing  is  pretty  good.  I  just 
finished  a  lengthy  conversation  with  the  Minister  of  Finance  in 
Japan,  and  I  was  somewhat  late  for  this  meeting  because  of  that. 
We  don't  have  the  details  on  that  one  yet,  but  from  what  we  see 
of  it,  it  looks  like  a  modest  step.  Of  course,  every  little  bit  helps. 
But  we  are  going  to  have  to  study  the  details. 

It  remains  to  be  seen  whether  this  package  will  be  adequate  to 
spur  strong  domestic  demand  and  reduce  that  current  account  for 
the  trade  surplus  significantly.  That  remains  to  be  seen. 

Chairman  Sabo.  Thank  you. 

Secretary  Bentsen.  I  will  be  further  discussing  that  with  the  Fi- 
nance Minister  at  the  G-7  meeting  in  Germany  later  this  month. 

Chairman  Sabo.  Mr.  Kasich? 

Mr.  Kasich.  Thank  you,  Mr.  Chairman. 

Before  I  ask  a  question  of  Secretary  Bentsen,  I  am  almost  hesi- 
tant to  bring  the  name  up,  but  I  couldn't  help  but  make  the  com- 
ment that  Eisenhower  was  using  low  defense  budgets,  because  in 
1960  the  missile  gap  became  a  major  issue  in  the  debate  between 
John  Kennedy  and  Richard  Nixon. 

Mr.  Secretary,  if  our  budget  is  so  tight,  if  we  have  got  caps  and 
all  these  big  entitlement  reforms  and  all  these  things  coming  that 
you  say  makes  it  so  tough,  why  does  the  national  debt  go  up  by 
38  percent?  It  isn't  because  the  fiscal  discipline  is  so  tough  and  we 
are  grinding  down  in  a  vise  the  spending  patterns  of  the  Federal 
Government.  Isn't  it  because  we  cut  from  inflated  base  lines?  Isn't 
that  the  reason  we  have  a  38  percent  increase  in  the  national  debt, 
based  on  your  economic  scenario? 

Secretary  Bentsen.  Let  me  state  that  first,  I  think  the  fact  it  is 
tight  is  certainly  demonstrated  by  the  difficult  time  we  had  getting 
it  approved  last  year,  with  a  very  small  margin.  I  think  we  accom- 
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plished  the  very  limits  of  what  was  poHtically  possible.  And  I  want 
to  stress  that  very  strongly. 

I  want  to  say  again  that  if  we  weren't  doing  what  we  have  done, 
you  would  see  an  increase  in  the  debt  far  more  than  what  you  will 
be  seeing  once  we  have  put  this  kind  of  a  discipline  in  place. 

And  we  are  looking  forward  to  your  support  on  this. 

Mr.  Kasich.  Mr.  Secretary,  that  is  a  real  good  point,  but,  you 
know,  you  say  that  you  couldn't  get  the  support  to  cut  more.  Then 
why  did  you  and  the  administration  oppose  the  $90  billion  biparti- 
san cut  Mr.  Penny  and  I  offered  along  with  20  other  people?  If  you 
hadn't  opposed  that  last  year,  we  only  lost  by  six  votes,  and  it  was 
a  tremendous  campaign  by  the  President's  Cabinet,  the  President 
himself,  and  admittedly  with  some  Republican  appropriators  who 
I  severely  criticized.  If  you  say  you  couldn't  get  it  done,  you  had 
a  chance  to  endorse  that  plan. 

Why  didn't  you  last  week  come  out  in  favor  of  the  offset  provision 
that  Mr.  Nussle  and  Penny  and  Condit  and  I  offered?  Why  do  you 
fight  every  effort  that  we  make  up  here  to  cut  spending,  especially 
when  we  have  a  chance  to  win? 

Dr.  RiVLlN.  I  don't  think  we  are  fighting 

Mr.  Kasich.  I  asked  the  Secretary  that  question.  You  lobbied 
that 

Secretary  Bentsen.  We  are  not  fighting  efforts  to  cut  spending. 
We  need  some  of  those  cuts  for  health  reform,  to  be  able  to  put  that 
one  through,  to  be  able  really  to  turn  around  what  we  are  seeing. 
The  fact  is  that  these  deficits  will  begin  to  increase  again  after 
1996  if  we  don't  bring  that  about. 

Mr.  Kasich.  Mr.  Secretary,  let  me  again  point  out,  you  said  it 
wasn't  possible  politically  to  get  it  done.  I  think  you  are  right.  I 
think  you  are  going  to  have  a  lot  of  problems  putting  through  your 
110,  $700  million  worth  of  cuts,  because  your  party  is  going  to  fight 
you  on  that. 

Secretary  BENTSEN.  I  must  say  it  was  your  party  that  gave  us 
most  of  the  problems,  obviously,  in  the  last  year. 

Mr.  Kasich.  That  is  because  we  didn't  want  your  tax  increases. 
And  let  me  show  you  why. 

Let  me  ask  you  this  question.  You  have  got  to  remember  that 
your  numbers  and  your  growth  are  based  on  the  fact  that  we  are 
going  to  have  strong  economic  growth.  It  is  interesting  that  you  are 
asking  Japan  to  cut  their  tax  rates.  It  is  interesting  that  the  ad- 
ministration wants  to  cut  tax  rates  in  Japan  to  stimulate  the  econ- 
omy, and  you  raise  taxes  on  business,  not  just  in  the  plan  that  will 
kick  in  this  April,  but  also  in  your  health  care  reform  package.  You 
have  massive  tax  increases  to  the  point  where  business  is  coming 
out  against  it. 

Here  is  the  problem.  And  I  want  to  agree  with  the  Chairman 
when  he  says  that  the  previous  administration  left  things  to  be  de- 
sired. That  is  why  I  was  offering  my  own  budgets  against  their 
budgets.  I  didn't  think  it  was  good  enough. 

But  you  see,  these  are  revenue  projections  that  come  from  taxes. 
Ms.  Snowe  is  really  the  expert  on  this.  You  might  see  the  CBO  was 
off  by  $80  billion,  $98  billion,  $81  billion. 

Why  do  you  think  these  revenue  numbers  are  off  so  much?  Is  it 
just  because  you  raised  taxes  means  you  are  going  to  collect  that 
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revenue,  or  do  you  think  tax  increases  have  an  effect  on  the  way 
in  which  people  behave? 

Secretary  Bentsen.  Well,  Mr.  Kasich,  I  was  thinking  about  my 
appearance  before  this  committee  last  year,  and  I  remember  what 
you  said  at  that  time.  Let  me  quote  from  the  official  record  on  that 
hearing.  This  is  what  you  said. 

"Why  is  it  every  time  we  hear  an  administration  official  talk 
about  solving  the  problem,  it  brings  about  some  additional  tax  rev- 
enue or  increase,  and  don't  you  think  the  tax  increases,  as  Martin 
Feldstein  said  in  The  Wall  Street  Journal,  are  going  to  lead  to 
wider  deficits?  Don't  big  increases  slow  the  economy  down?  Isn't 
that  precisely  the  wrong  medicine  to  apply  to  the  economy  today 
in  light  of  its  weak  nature?" 

Now,  that  is  what  you  said. 

Now,  Mr.  Kasich,  you  were  just  wrong.  Our  deficit  reduction 
package  has  brought  the  deficit  down  40  percent.  And  by  every  eco- 
nomic indicator,  the  economy  is  in  a  strong  recovery  right  now. 

Mr.  Kasich.  Mr.  Secretary,  let  me  say  to  that,  if  you  want  to  be- 
lieve that  raising  taxes  on  an  economy  improves  the  economic  cli- 
mate and  will  guarantee  us  long-term  growth,  I  am  glad  that  is 
your  position.  I  don't  happen  to  agree  with  it. 

Secretary  Bentsen.  Let  me  tell  you  what  we  had  was  a  balance 
of  tax  credits  for  lower-income  folks,  and  for  less  than  2  percent  of 
the  people  you  had  a  tax  increase  that  was  substantially  below 
what  you  see  in  the  other  G— 7  countries  insofar  as  top  incomes  are 
concerned. 

Now,  most  of  them  abroad  will  run  about  50  percent.  And  you 
are  talking  about  39.6  for  less  than  2  percent  of  our  people. 

Mr.  Kasich.  We  had  a  $250  billion  tax  increase  minimum.  I  want 
you  to  tell  the  corporations  and  small  businesses  about  how  this  is 
just  a  tax  on  the  rich. 

But  let  me  show  you — I  was  wrong  in  terms  of  what  was  going 
to  happen  this  year.  You  know  why?  Because  interest  rates  have 
been  declining,  and  you  try  to  take  credit  for  lower  interest  rates. 

Secretary  Bentsen.  Let  let  me  tell  you,  when  I  was  on  Meet  the 
Press  and  announced  what  we  were  going  to  do  to  try  to  get  this 
deficit  down,  we  saw  the  next  day  an  immediate  decline  in  interest 
rates  taking  place  on  long-term  bonds.  And  what  you  have  seen 
happen  is  a  carrying  forward  of  that  effect.  And  where  you  are 
talking  about  stimulus,  you  have  got  it  from  lower  interest  rates. 
Whether  you  are  talking  about  DRI  that  says  when  you  have  a  one- 
and-two-tenths  percentage  point  decrease  in  long-term  rates,  you 
have  got  about  a  $60  billion  stimulus,  or  whether  you  are  talking 
about  the  Federal  Reserve  saying  you  have  got  as  much  as  $120 
billion  stimulus,  we  have  had  it,  and  that  is  why  this  economy  is 
growing. 

Mr.  Kasich.  I  think  there  is  a  legitimate  argument  that  interest 
rates  have  been  headed  down  since  1989,  and  as  you  can  see,  they 
bottom  out  right  around  in  here.  You  can  take  credit  for  it,  and  Mr. 
Clinton  is  the  President  and  good  economic  things  are  happening. 
He  has  a  right  to  claim  credit  for  it.  And  you  know  what,  I  am  glad 
I  didn't  have  the  right  projections. 

Secretary  Bentsen.  I  am  glad  you  didn't,  too.  I  think  we  all 
share  that  feeling. 
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Mr.  Kasich.  What  I  worry  about  is  what  is  going  to  happen  long 
term. 

Let  me  make  this  final  point.  If  you  believe  that  raising  taxes  is 
a  good  idea  and  you  spent  a  lot  of  your  testimony  here 

Secretary  Bentsen.  We  talked  about  the  mix  in  taxes  and  help- 
ing low-income  people  who  have  taken  an  absolute  loss  of  income 
during  that  period  of  time  and  raising  taxes  for  just  2  percent  of 
the  people. 

Mr.  Kasich.  Mr.  Secretary,  that  is  a  matter  of  debate.  You  raised 
taxes  on  gas.  That  is  not  for  2  percent  of  the  people.  Everybody 
who  breathes  and  is  a  millionaire  is  in  the  category  of  paying  high- 
er taxes  under  your  plan. 

The  point  I  want  to  make  to  you  is,  you  talk  about  the  wonderful 
things  that  business  is  doing,  and  I  agree  with  you,  but  why  is  it 
that  every  major  business  group  in  America  has  now  come  out 
against  your  health  care  plan  that  dramatically  increases  man- 
dates and  taxes  on  them?  Isn't  that  precisely  the  wrong  way  we 
ought  to  go? 

We  ought  not  to  be  taxing  these  people  more  and  mandating 
more  from  Washington.  That  is  my  objection. 

I  give  you  credit  for  raising  the  health  care  issue.  I  think  the  last 
administration  was  too  late  on  raising  it.  But  your  solution  is,  turn 
it  over  to  the  Federal  Government,  and  as  a  result,  every  major 
business  group  is  out  against  you  today. 

Why  do  you  think  that  is? 

Secretary  Bentsen.  Now,  what  you  are  seeing  actually  is  not  just 
turning  it  over  to  the  government  at  all.  You  are  talking  about 
building  on  the  present  system.  I  used  to  be  in  that  business.  And 
we  are  talking  about  where  employers  are  providing  most  of  it  now, 
and  carrying  on  and  expanding  on  that  particular  basis.  The  Presi- 
dent did  it  with  great  intent  because  he  did  not  want  to  go  to  the 
Canadian  system,  did  not  want  to  go  to  one  that  turned  it  over  to 
the  government,  but  with  one  that  provided  for  private  insurance 
and  the  continuation  and  expansion  of  it. 

Mr.  Kasich.  If  it  is  such  a  good  plan,  why  is  it  that  every  major 
business  group  in  America  is  now  saying  it  will  drive  up  costs,  it 
will  slow  the  economy? 

They  are  frightened  about  what  the  impact  is.  Why  is  it  that 
every  major  business  group  has  come  out  against  this  program? 

Secretary  Bentsen.  I  think  what  you  are  seeing  is  the  difference 
in  obligation  that  they  feel  to  their  own  particular  company  and 
what  we  are  talking  about,  an  obligation  to  the  people  of  this  coun- 
try, to  all  of  them.  And  that  is  what  we  have  as  public  officials. 

Chairman  Sabo.  Mr.  Bryant? 

Mr.  Bryant.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  observe  that  the  chart  Mr.  Kasich  put  up  a 
moment  ago  is  misleading.  He  uses  the  chart  as  a  prop  to  ask  Mr. 
Bentsen  about  the  increase  in  the  national  debt.  I  think  he  showed 
there  was  going  to  be  an  increase  in  the  deficit  of  38  percent,  and 
then  told  the  Secretary  that,  if  only  he  had  fought  for  the  Penny- 
Kasich  amendment  last  spring,  the  deficit  would  have  been  all 
right. 

The  fact  is,  the  figure  that  you  would  have  had  on  the  chart 
would  not  have  been  a  38  percent  increase.  It  would  have  been  a 
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36  percent  increase.  Hardly  any  difference  at  all.  We  would  have 
seen  exactly  the  same  dog  and  pony  show  this  morning,  if  Penny- 
Kasich  had  passed,  and  if  it  had  not  passed. 

I  think  that  this  committee  continues  to  represent  a  profile  of  the 
American  people,  perhaps  an  appropriate  goal  of  the  parties,  but 
when  the  chief  Republican  party  advocate  on  this  committee  brings 
this  charge  forward  against  the  testimony  of  the  Secretary  of  the 
Treasury  and  Mrs.  Rivlin,  he  is  in  effect  attempting  to  undercut 
and  place,  in  my  view,  in  a  very  false  light  the  achievements  of  this 
administration.  And  I  think  that  is  fairly  plain.  I  hope  that  the  ob- 
servation I  just  made  underscored  that  as  well. 

Mr.  Secretary,  I  think  you  have  done  a  very  good  job,  and  Presi- 
dent Clinton  has  done  a  very  good  job.  I  have  always  thought  you 
are  going  in  the  right  direction.  I  always  ended  up  supporting  you 
last  year.  Like  many  Democrats,  I  think  you  were  correct  in  going 
in  the  direction  that  you  did. 

I  would  just  like  to  make  one  additional  comment  and  ask  for  a 
response.  I  have  been  concerned,  I  asked  you  about  this  last  year 
and  I  have  asked  other  administrations  as  well.  We  continue  in  our 
country  to  believe  that  it  is  our  responsibility  not  only  to  partici- 
pate internationally  in  providing  for  the  peace  and  security  of  the 
world,  which  clearly  it  is  our  responsibility,  but  to  pay  more  than 
our  fair  share  in  doing  that. 

We  continue  to  spend  $180  billion  a  year  subsidizing  the  defense 
of  Europe  and  Japan.  Here  we  are  approaching  50  years  since 
World  War  H.  We  continue  to  shoulder  that  share  of  the  burden. 

I  have  urged  you,  and  I  am  still  looking  for  a  sign  from  this  ad- 
ministration that  it  intends  to  move  in  the  direction  of  letting  the 
Japanese  and  Europeans  know  that,  as  always,  we  are  willing  to 
put  our  troops  there,  we  are  willing  to  put  our  commanders  there, 
we  are  willing  to  invest,  but  is  it  necessary  for  to  us  continue  to 
pay  up  to  twice  as  much  in  terms  of  a  percentage  of  our  gross  do- 
mestic product  as  they  do  for  their  defense? 

We  run  enormous,  staggering  trade  deficits  with  Japan.  The  Eu- 
ropeans certainly  don't  lay  down  and  make  allowances  for  us  when 
it  comes  to  trade  agreements.  The  fact  of  the  matter  is  in  both 
those  regions  of  the  world  they  have  a  crime  rate  that  is  about  one 
tenth  of  our  U.S.  crime  rate  in  every  major  category.  Why  then  al- 
most 50  years  after  World  War  II,  do  we  still  pay  their  share  of 
the  cost  of  their  defense? 

I  would  ask  if  you  are  contemplating  any  moves  in  the  direction 
of  changing  this  system  of  subsidizing  our  allies'  defense,  if  you 
would  change  that  or  if  you  disagree? 

Secretary  Bentsen.  Let  me  say.  Congressman,  again,  I  think  we 
should,  and  I  think  we  continue,  to  urge  them  to  carry  a  more  pro- 
portionate share  in  that  effort.  I  share  that  view  with  you. 

Chairman  Sabo.  Is  that  it? 

Mr.  Bryant.  I  appreciate  that  you  share  that  view.  I  don't  think 
anybody  who  analyzes  fiscal  policy  can  ignore  the  fact  that  we 
shoulder  such  an  enormous  burden  for  the  rest  of  the  world.  I  don't 
think  this  administration  should  continue  to  go  along  this  path  and 
not  insist  upon  a  change  in  it.  I  think  it  is  in  the  fundamental  long 
term  interest  of  the  United  States  to  reduce  this  burden. 
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Chairman  Sabo.  I  might  remind  the  gentleman  that  we  have  the 
Secretary  of  Defense  coming  in  a  couple  of  weeks. 

Mr.  Bryant.  I  think  his  response  will  be  exactly  as  the  Secretary 
of  the  Treasury's  response  was,  not  very  helpful. 

Secretary  Bentsen.  I  would  say  to  my  friend  from  Texas  that  my 
record  in  the  Senate  was  one  of  pushing  that. 

Chairman  Sabo.  Mr.  Kolbe? 

Mr.  Kolbe.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Secretary,  Dr.  Rivlin. 

Mr.  Secretary,  it  certainly  was  a  pleasure  this  last  summer  and 
fall,  working  with  you  and  your  staff  on  the  North  American  Free 
Trade  Agreement.  I  think  that  demonstrates  that  when  this  body 
is  committed  to  doing  something,  we  can  work  on  a  bipartisan 
basis.  I  assure  you  that  support  will  be  there  again  if  we  fmd  com- 
mon ground.  I  certainly  hope  we  can  on  the  budget,  although  we 
have  some  differences  here. 

I  listened  to  what  you  have  to  say,  and  it  certainly  sounds  like 
morning  in  America  again.  I  would  have  to  say  that  you  and  Dr. 
Rivlin  must  be  the  economic  superman  and  superwoman  of  Amer- 
ica, having  accomplished  all  of  this  in  such  a  short  time. 

Secretary  Bentsen.  We  won't  argue  that. 

Mr.  Kolbe.  I  know  that  is  politics,  and  the  President  rightfully 
is  going  to  claim  credit  for  all  the  good  that  is  happening  in  the 
United  States  today.  A  Republican  administration  would  be  doing 
the  same.  But  don't  you  just  gulp  just  a  little  bit  that  all  of  this 
has  occurred  since — well,  not  even  the  last  12  months,  but  really 
since  October,  since  the  budget  went  into  effect,  all  of  these  good 
things  economically  have  occurred.  We  have  turned  around  the 
economy,  we  have  deficits  declining,  all  in  the  course  of  the  last  5 
months?  Do  we  give  credit  to  anything  that  an  industry  might  have 
done  over  the  last  12  years? 

Secretary  Bentsen.  I  am  delighted  with  what  I  see  industry 
doing.  I  was  really  upset  back  in  the  1980's  with  all  the  LBOs  that 
were  taking  effect  and  what  they  were  doing  to  balance  sheets.  I 
think  business  deserves  credit  for  squeezing  out  the  fat,  for  becom- 
ing more  competitive,  for  investing  in  capital  equipment.  I  think 
those  are  pluses. 

Mr.  Kolbe.  Would  you  not  say  that  the  growth  and  the  produc- 
tivity gains  that  we  are  now  experiencing  are  things  that  are  set 
not  as  a  result  of  any  government,  any  Federal  budget  package  or 
anything  this  Congress  or  administration  or  previous  Congresses  or 
administrations  have  done,  but  really  have  far  more  to  do  with  the 
changes  that  are  long-term  changes  that  have  been  coming  out, 
arising  out  of  the  devastating  1970's  and  early  1980's,  the  oil  shock, 
the  inflation,  the  run-up  of  all  the  real  estate  problems  that  we 
had,  aren't  those  really  much  more  long-term  kinds  of  changes  that 
have  been  taking  place? 

Secretary  Bentsen.  Let  me  say.  Congressman,  no  one  is  trying 
to  take  all  the  credit.  But  we  think  there  is  major  credit  to  be  given 
to  this  administration,  not  just  for  what  has  happened  in  the  last 
5  months,  but  what  we  had  with  the  change  that  was  forecast  by 
this  President  when  he  was  elected.  From  the  very  beginning  that 
impact  began  to  take  place  by  the  investment  credit  on  the  pur- 
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chase  of  equipment  for  small  business,  for  that  one  to  be  substan- 
tially increased,  we  think  those  were  pluses. 

Also  the  credit  being  given  to  venture  capital;  there  were  sub- 
stantial capital  gains.  We  think  those  were  pluses.  We  think  they 
all  helped. 

Mr.  KOLBE.  Is  it  your  view  business  investment  did  not  start  to 
rise  until  this  year? 

Secretary  Bentsen.  My  view  is  that  business  investment  was  en- 
couraged substantially  by  the  reduction  in  interest  rates  and  that 
this  administration  had  a  major  impact  on  that — not  total,  not  all 
inclusive — but  a  major  impact. 

Mr.  KOLBE.  Mr.  Secretary,  if  you  are  willing  to  take  credit  for  the 
lower  interest  rates,  I  assume  you  will  also  take  the  credit  for  the 
higher  interest  rate  last  week;  is  that  correct? 

Secretary  Bentsen.  What  we  did — what  we  put  into  our  forecast 
was  that  you  would  have  a  modest  increase  in  short-term  rates.  So 
it  was  not  unanticipated. 

Mr.  KOLBE.  Fine.  I  appreciate  your  taking  the  credit  for  that. 

Secretary  Bentsen.  I  did  not  say  that.  Congressman. 

Mr.  KOLBE.  On  the  issue  of  deficits,  Mr.  Secretary,  in  good  eco- 
nomic times,  is  a  persistent  2.5  percent  of  GNP  deficit — and  that, 
by  the  way  is  based  on  your  numbers  on  health  care,  which  no  reli- 
able economist  in  the  country  will  concur  with,  but  it  is  your  view 
that  2.5  percent  of  GNP  deficit  in  these  times  as  far  as  we  can  take 
it  is  acceptable? 

Secretary  Bentsen.  We  obviously  would  like  something  a  bit 
more  than  that,  and  frankly  I  am  optimistic  that  it  will  be  a  bit 
more  than  that.  But  as  I  look  at  what  is  happening  to  the  other 
industrial  countries  around  the  world,  it  is  a  substantial  achieve- 
ment in  comparison  to  them. 

Now,  let  me  further  state,  as  the  Chairman  said  earlier,  what  we 
would  like  to  see  there,  too,  is  growth  in  those  countries  so  we  can 
have  a  better  market  for  our  products. 

Mr.  KOLBE.  I  agree,  we  are  better  off  than  the  other  G-7  coun- 
tries and  most  of  the  other  OEC  countries.  There  is  no  doubt  about 
that.  But  I  still  would  like  for  you  to  tell  me  that  persistent,  ongo- 
ing deficits  in  good  times  as  well  as  bad  times  is  something  that 
we  are  going  to  have  as  far  as  we  can  project. 

Secretary  BENTSEN.  If  you  are  talking  about  4  years,  8  years,  12 
years  from  now,  we  cannot  tell  you  that. 

Mr.  KOLBE.  What  should  our  economic  goal  be  with  regard  to 
deficits?  Dr.  Rivlin  might  want  to  comment  on  that. 

Dr.  Rivlin.  I  don't  think  anybody  in  this  administration  is  satis- 
fied with  the  prospect  of  deficits  leveling  out,  and  certainly  not 
when  they  are  going  back  up  again,  which  will  happen  if  we  don't 
have  a  real  action  on  health  reform.  But  we  have  come  a  long  way, 
and  we  have  taken  major  steps  to  decrease  the  deficit.  It  is  now 
on  the  downward  track  as  a  percent  of  GDP. 

And  we  can't  say  how  much  faster  it  should  come  down  in  the 
future  or  exactly  what  we  do  about  it.  But  to  keep  it  headed  down- 
ward, we  must  get  our  proposals  passed. 

Mr.  KOLBE.  I  didn't  hear  what  the  goal  was,  but  I  take  it  since 
you  didn't  say  that  in  good  economic  times  government  should  bal- 
ance its  budget,  which  we  no  longer  believe  that  a  balanced  budget. 
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a  zero  deficit  in  good  economic  times  is  something  that  is  an  eco- 
nomic poHcy  of  this  administration  or  this  country?  I  can't  gather 
anything  else  from  that,  since  I  didn't  hear  that  you  have  said  that 
should  be  our  goal. 

Dr.  RiVLlN.  There  is  a  lot  of  discussion  about  goals.  I  personally 
would  go  further  than  your  statement  implied.  I  think  that  in  good 
times,  we  should  balance  the  budget,  without  Social  Security.  That 
is  a  rather  considerable  goal.  But  we  don't  have  an  administration 
policy  on  long-run  fiscal  policy  at  the  moment.  We  think  we  are 
getting  the  deficit  down  about  as  fast  as  the  economy  can  stand, 
and  we  are  very  pleased  with  the  decline  so  far. 

Mr.  KOLBE.  Even  with  your — I  realize  my  time  is  up,  I  just  have 
one  other  question,  if  I  might — even  with  your  projections  on 
health  care,  which  nobody  seems  to  buy,  or  that  I  don't  know  of  in 
terms  of  economists,  you  still  do  not  project  a  balanced  budget  even 
if  you  project  good  economic  times  in  the  future.  So  that  does  not 
seem  to  be  anywhere  in  the  scenario. 

Mr.  Secretary,  this  goes  back  fundamentally  to  the  question  of 
whether  the  tax  increases  last  year  did  have  an  impact  or  not.  How 
would  you  compare  this  recovery  to  other  recoveries  in  post-World 
War  II  recoveries? 

Secretary  Bentsen.  Of  course,  you  have  got  some  differences, 
and  very  major  differences,  with  all  the  other  recoveries  that  you 
have  had.  And  one  of  them,  as  I  stated  earlier,  is  that  the  other 
G-7  countries  are  flat,  and  they  will  not  be  the  markets  they  were 
in  the  past  for  our  products,  until  they  get  their  economies  turned 
around. 

So  when  you  take  those  things  into  consideration,  I  think  it  is 
a  substantial  and  a  successful  one,  and  I  think  it  is  one  that  can 
be  sustainable.  It  is  steady  and  it  has  low  inflation  coupled  with 
it. 

Mr.  KOLBE.  Would  you  not  agree  that  the  percentage  has  been 
less  in  fact? 

Secretary  Bentsen.  At  other  times  it  has  been  more.  But  in  sub- 
stantially different  circumstances,  as  I  stressed,  again,  here  is  one 
with  low  inflation,  and  coupling  that  with  it  is  terribly  important. 

Mr.  KoLBE.  I  would  just  close  by  pointing  out  that  all  the  other 
recoveries  since  World  War  II — and  we  have  had  11  quarters  since 
World  War  II — the  growth  rate  is  4.4  percent.  In  this  recovery,  the 
growth  rate  has  been  2.7  percent.  So  there  has  been  less  of  a  recov- 
ery. One  may  argue  it  is  more  sustainable,  but  the  recovery  is  cer- 
tainly not  as  robust  as  past  recoveries. 

Thank  you. 

Chairman  Sabo.  Mr.  Coyne? 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  the  Reconciliation  Act  of  1993  contained  a  provi- 
sion that  required  the  IRS  to  notify  families  with  one  or  more  chil- 
dren about  their  possible  eligibility  for  the  EITC.  Do  you  know  if 
the  IRS  is  doing  an3rthing  to  implement  that? 

Secretary  Bentsen.  I  am  advised  that  the  IRS,  with  the  checks 
that  are  coming  out  now,  will  be  making  that  kind  of  a  notification. 

Mr.  Coyne.  So  it  is  being  implemented? 

Secretary  Bentsen.  Yes. 
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Mr.  Coyne.  One  other  provision  that  Congress  urged  is  that 
there  be  an  outreach  program  to  notify  homeless  people  that  they 
would  be  eligible  for  EITC.  Do  you  know  if  anything  is  being  done 
about  that? 

Secretary  Bentsen.  I  am  advised  that  the  Department  of  Health 
and  Human  Services  is  sending  out  flyers  to  advise  people  in  that 
regard.  So  it  is  being  implemented. 

Mr.  Coyne.  So  both  programs  are  being  implemented? 

Secretary  Bentsen.  Both  programs  are  under  way. 

Mr.  Coyne.  Thank  you. 

Chairman  Sabo.  Ms.  Snowe? 

Ms.  Snowe.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  you,  Mr.  Secretary  and  Dr.  Rivlin,  for  being 
here  today. 

Is  it  reasonable  to  assume  that  the  administration  has  really  sus- 
pended any  further  deficit  reduction?  As  I  understand  the  budget 
that  you  have  submitted,  even  with  all  the  cuts  that  you  are  sug- 
gesting or  elimination  of  programs,  it  is  obviously  going  for  addi- 
tional spending.  It  is  not  going  towards  deficit  reduction.  And  even 
by  your  own  calculations  and  projections  for  future  deficits,  we  can- 
not expect  the  deficit  to  rise  by  1996. 

Now,  you  have  said  here  today  that  is  because  of  health  care  ex- 
penditures. Well,  we  certainly  know  that  even  with  the  administra- 
tion's projections,  with  additional  mandatory  spending,  additional 
taxes,  I  don't  believe  anybody  really  expects  that  we  are  going  to 
be  able  to  provide  health  insurance  for  everybody  in  this  country, 
and  then  at  the  same  time  save  substantial  sums  of  government 
expenditures  that  actually  will  reduce  the  deficit. 

So  I  am  very  much  concerned  with  the  trend  that  the  adminis- 
tration is  taking  with  respect  to  deficit  reduction.  Even  the  Con- 
gressional Budget  Office  has  indicated  that  we  can  expect  a  signifi- 
cant drag  on  this  economy  in  the  future  because  of  the  level  of  defi- 
cits that  we  can  expect  in  future  years,  in  this  decade,  as  we  ap- 
proach the  21st  Century. 

It  is  hard  for  me  to  understand  why  the  administration,  as  Mr. 
Kasich  mentioned,  fought  so  vigorously  against  such  a  proposal  as 
Penny-Kasich,  because  that  actually  did  get  to  the  heart  of  our 
problems  with  the  government  budget.  And  that  of  course  is  spend- 
ing. 

A  tax  increase,  it  has  never  been  proven  that  it  actually  reduces 
the  deficit.  It  is  actually  reducing  spending  that  is  going  to  make 
a  difference  in  the  long  term. 

I  just  regret  the  fact  that  the  administration  is  taking  such  a 
short-term  view  when  we  should  be  taking  this  opportunity  to  be 
reducing  the  Federal  deficit  through  actual  government  expendi- 
ture reductions. 

Secretary  Bentsen.  Congresswoman,  actually  what  you  are  see- 
ing is  a  change  in  priorities.  What  you  are  seeing  is  new  invest- 
ments and  the  spending  there  being  offset  by  other  cuts.  This  econ- 
omy of  ours  is  changing,  and  as  I  stated  earlier,  people  don't  al- 
ways go  back  to  the  old  job.  It  is  a  different  ball  game.  So  there 
has  to  be  retraining,  there  has  to  be  adaptability  for  these  new 
kinds  of  jobs,  a  better  educated  and  trained  work  force  in  our  coun- 
try. I  think  that  is  an  absolute  imperative  for  us. 
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As  far  as  Penny-Kasich,  this  budget  has  two-thirds,  approxi- 
mately, of  Penny-Kasich  in  it.  We  don't  think  we  necessarily  have 
to  adopt  it  100  percent.  There  are  some  things  where  we  have  a 
difference  in  priorities.  We  think  investment  is  an  imperative. 

Ms.  Snowe.  The  Penny-Kasich  reduced  the  deficit  by  $100  billion 
over  5  years.  I  would  also  suggest  the  fact  that  what  you  are  pro- 
posing in  this  budget  is  going  for  additional  spending.  We  are  not 
using  that  for  actual  deficit  reduction,  which  is  the  big  difference 
between  your  budget  and  that  of  Mr.  Kasich's  that  was  offered  last 
fall. 

I  think,  suffice  it  to  say,  the  deficit  is  going  to  continue  to  be  an 
issue  and  a  problem,  and  one  that  we  should  truly  recognize  for  the 
future  if  we  are  going  to  improve  the  standard  of  living,  if  we  are 
going  to  create  jobs  in  this  country,  which  clearly  is  not  happening 
to  any  sufficient  level,  as  I  can  see  it. 

Job  growth  climbed  by  only  2.5  percent  since  the  bottom  of  the 
recession.  Traditionally,  at  this  point  after  a  recession,  employment 
has  increased  on  an  average  of  4.2  percent. 

I  can  tell  you,  my  State  of  Maine,  we  have  an  8.2  percent  unem- 
ployment rate,  and  the  reason  is  we  can't  create  new  jobs. 

I  know  the  administration  has  not  factored  in  at  this  point  the 
whole  issue  of  employer  mandate.  If  that  should  be  enacted  by  this 
Congress,  that  truly  will  have  an  impact,  I  believe,  on  job  creation, 
on  small  businesses  in  particular  in  my  State,  and  the  entre- 
preneurial spirit,  because  every  businessperson  I  talk  to,  the  people 
who  have  three  or  four  employees,  say  they  will  not  add  employees, 
and  the  fact  is  they  will  cut  back.  And  that  will  have  an  impact 
on  the  future. 

Business  profits  are  up,  but  at  the  same  time  we  see  a  lot  of  peo- 
ple lose  jobs  as  a  result  of  it,  because  many  companies  are 
downsizing,  and  they  are  why  they  are  able  to  realize  profitability. 

Secretary  Bentsen.  If  we  look  at  the  numbers,  we  are  looking  at 
as  many  private  sector  jobs  being  created  last  year,  as  you  saw  in 
the  previous  4  years.  I  think  that  is  a  major  plus.  You  are  seeing, 
in  total,  almost  2  million  jobs  created.  And  most  of  those  are  pretty 
good-paying  jobs.  And  if  you  took  the  methodology  that  you  have 
had  in  place  before  the  recent  change,  you  have  seen  a  further  re- 
duction in  the  unemployment  to  about  6.3  percent. 

Now,  if  the  new  methodology  had  been  in  place  a  month  earlier, 
the  estimates  I  have  seen  show  the  rate  would  have  been  7.0  per- 
cent, and  then  for  the  current  report,  it  was  at  6.7  in  January.  So 
there  would  have  been  a  reduction  either  way  in  the  unemploy- 
ment rate.  And  that  is  encouraging. 

Do  we  have  places  around  the  country  where  the  employment 
rate  is  above  that?  Of  course  we  do.  As  we  do  some  that  are  better 
off  That  has  been  the  history  of  our  country.  There  are  regional 
differences  as  the  economy  moves. 

Ms.  Snowe.  In  the  previous  administration,  at  least  part  of  it 
was  consumed  by  a  recession.  I  know,  and  again  in  my  State,  reve- 
nue started  declining  in  1989  from  the  previous  years  because  we 
were  in  a  recession  at  that  point  in  time.  And  we  are  still  not  pull- 
ing out  of  it.  So  clearly  there  still  is  a  problem. 

What  is  confusing  about  all  this,  because  the  administration  is 
claiming  substantial  economic  growth,  and  yet  the  average  growth 
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for  the  first  year  of  the  Clinton  administration  was  2.8  percent.  In 
the  last  year  of  the  Bush  administration,  it  was  3.9  percent.  What 
accounts  for  the  difference? 

Dr.  RiVLlN.  The  average  growth  last  year  was,  as  we  have  said 
earlier,  not  especially  spectacular,  as  recoveries  go.  You  may  re- 
member that  we  were  conscious  of  that,  and  offered  a  stimulus 
package  which  the  Congress  rejected.  Growth  did  speed  up  well  to- 
ward the  end  of  the  year,  and  is  moving  up  now,  we  believe,  be- 
cause of  the  very  substantial  decline  in  the  interest  rates. 

This  is  a  slow  but  steady  recovery,  but  it  is  one  that  is  now  com- 
ing along  in  a  very  healthy  way. 

Ms.  Snowe.  I  just  think  it  is  unusual  if  we  are  talking  about 
strong  economic  indicators,  that  growth  for  this  last  year  would 
have  been  a  percentage  point  lower  than  the  previous  year,  the  last 
year  of  the  Bush  administration. 

Dr.  RiVLiN.  The  last  year  of  the  Bush  administration  had  a  very 
strong  fourth  quarter,  which  made  the  year  look  better.  The  recov- 
ery was  indeed  beginning  and  the  decline  in  interest  rates  acceler- 
ated as  President  Clinton  made  very  clear  that  he  was  serious 
about  deficit  reduction,  even  before  he  took  office. 

Secretary  Bentsen.  Let  me  further  state,  if  you  recall,  in  1992, 
unemployment  peaked  during  that  administration  at  7.7  percent. 
And  what  you  saw  in  the  4  years  of  that  administration  was  the 
lowest  increase  in  the  GDP  at  any  time  since  World  War  II. 

Chairman  Sabo.  Mr.  Blackwell? 

Mr.  Blackwell.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  listened  to  some  of  this  talk  of  the  deficit  as 
though  it  happened  just  yesterday,  instead  of  over  a  12-year  period. 
I  am  concerned  that  we  talk  about  lowering  the  deficit,  and  I  be- 
lieve this  President,  and  I  believe  that  you,  Mr.  Secretary,  are  try- 
ing to  do  all  you  can  to  turn  this  country  around.  I  think  that  this 
budget  makes  a  statement  about  the  character  of  this  country. 

We  are  talking  this  morning  about  figures,  but  we  are  not  get- 
ting anything  detailed  about  what  we  are  doing.  On  the  one  hand, 
we  are  raising  money  for  homelessness;  on  the  other  hand,  we  are 
lowering  the  money  for  building  new  homes  for  people  who  need 
homes. 

Over  a  year  ago,  I  made  the  observation  that  I  believe  that  this 
President  had  the  right  idea  in  terms  of  getting  this  economy  mov- 
ing, but  I  also  made  the  observation  that  once  we  started,  I  was 
afraid  of  the  Federal  Reserve  System,  the  fact  that  we  could  get 
something  going  and  in  one  fell  swoop  they  could  just  wipe  it  out. 

I  remember  sometime  ago  when  Mr.  Greenspan  came  before  this 
committee  and  other  committees  and  talked  about  raising  the  in- 
terest rates  unjustifiably,  and  at  that  time  he  was  prevailed  upon 
not  to  do  that. 

It  is  no  secret  that  last  year  the  banks  made  a  $32  billion  prof- 
it— $32  billion  profit — while  other  people  and  other  Americans  were 
suffering.  And  yet  we  have  a  small  increase  in  the  economy,  create 
a  few  jobs,  here  comes  the  Federal  Reserve  System.  We  are  going 
to  have  to  do  something  about  raising  short-term  interest  rates  be- 
cause we  are  afraid  that  inflation  is  right  around  the  comer.  This 
is  just  the  opinion  of  the  economists.  They  have  been  so  wrong  in 
the  past  that  it  is  pitiful  in  terms  of  what  the  economy  would  do. 
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And  I  have  a  lot  of  respect  for  you,  sir,  and  I  keep  hearing  you 
say — I  saw  you  on  television  saying  a  modest  increase  would  not 
hurt.  It  would  not  hurt  Mr.  Blackwell  because  I  am  working.  It 
wouldn't  hurt  the  Secretary  because  he  is  working.  It  would  hurt 
the  people  out  there  who  are  not  working.  Because  the  Federal  Re- 
serve System  said  the  reason  for  the  increase  was  to  slow  down  the 
growth,  we  are  moving  too  quickly,  jobs  were  being  created  too 
quickly.  And  that  is  very  offensive  to  me.  Because  the  people  who 
made  record  profits  last  year,  who  make  the  decisions  to  run  the 
country  monetarily,  and  then  they  would  turn  around  and  say  peo- 
ple who  are  suffering  have  no  right  to  a  job.  There  is  something 
wrong  with  that  philosophy. 

So  I  am  wondering  if  we  are  ever  going  to  get  out  of  this  crisis 
that  we  are  in,  as  long  as  we  have  the  Federal  Reserve  System  de- 
ciding when  we  have  prosperity,  when  we  have  inflation,  when  we 
do  not  have  inflation,  when  we  have  recessions,  and  then  make 
money  doing  both. 

We  had  a  recession  last  year  and  the  banks  made  $32  billion. 
There  is  a  very  serious  problem  in  philosophy  in  this  country. 

I  am  just  wondering,  do  you  believe — I  realize  the  Federal  Re- 
serve System,  that  is  mother's  apple  pie  and  the  American  flag. 
Somebody  said  this  morning,  would  you  take  credit  for  the  in- 
crease? I  don't  think  you  can  take  credit  for  the  increase  because 
you  had  nothing  to  do  with  it.  They  are  an  independent  body. 

But  do  you  believe  that  the  Federal  Reserve  System  has  the  right 
to  throw  this  economy  out  of  whack  when  we  are  trying  to  create 
jobs  for  people  who  have  been  out  of  work  for  a  number  of  years? 

I  keep  hearing  you  talking  about  retraining  people  for  jobs.  What 
jobs?  Training  them  for  what  jobs?  And  how  many?  To  put  2  mil- 
lion people  to  work  when  you  need  10  million  jobs?  That  is  a  cruel 
hoax  to  play  on  the  American  people.  So  what  are  we  saying? 
Where  are  the  jobs? 

Then  I  will  close  with  this,  and  I  will  let  you  answer  the  ques- 
tion. Where  would  the  jobs  be,  in  what  industry?  But  there  is  an- 
other problem.  When  we  talk  about  buyouts,  buying  out  those  peo- 
ple who  have  seniority  on  jobs,  and  when  we  do  that,  we  mean  we 
want  to  buy  out  those  people  who  make  high  wages  to  the  extent 
that  they  retire  and  pay  them,  and  then  we  hire  newer  people  at 
a  lesser  rate. 

The  only  problem  with  that  is,  when  we  go  from  liveable  wages 
down  to  minimum  wage,  no  one  can  live  off  that.  So  we  have  people 
today,  all  over  this  country,  making  minimum  wages,  while  the 
prices  are  where  they  were  prior  to  that. 

So  when  will  we  talk  about  bringing  the  prices  down  to  where 
the  wages  are?  To  create  a  job,  give  a  man  a  wage  that  is  not  liv- 
able, where  he  cannot  pay  his  rent,  cannot  pay  his  bills,  that  is  a 
cruel  hoax  to  play  on  him. 

So  when  will  we  talk  about  lowering  the  prices  as  well  as  the 
wages,  and  when  are  we  going  to  talk  about  the  fact  that  somehow 
we  have  to  keep  controls,  find  some  way  to  control  the  Federal  Re- 
serve System  to  the  extent  that  once  we  start  going,  they  cannot 
stop  us? 

Secretary  Bentsen.  Congressman,  the  last  thing  we  want  is 
boom  and  bust.  What  we  want  is  long-term  sustainable  growth 
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with  minimal  inflation.  What  we  are  also  concerned  about  is  the 
very  thing  you  are  talking  about,  folks  with  low  wages  and  low  in- 
comes, working  their  hearts  out  and  still  feeling  they  are  slipping 
behind. 

And  that  is  why  we  have  made  one  of  the  most  dramatic  changes 
in  what  we  did  with  the  EITC,  thereby  trying  to  help  people  who 
are  working — who  are  putting  in  40  hours  hard  work — and  trying 
to  get  them  above  the  poverty  line.  That  is  what  should  be  accom- 
plished. I  think  that  is  one  of  the  most  significant  things  that  was 
done  last  year.  It  is  a  major  plus. 

What  we  have  also  seen,  with  these  lower  long-term  interest 
rates,  is  a  stimulus  to  the  economy  that  could  be  as  much  as  $120 
billion,  according  to  Federal  Reserve  econometric  estimates.  And 
that  has  got  your  home  building  going,  got  your  car  sales  up,  and 
added  almost  2  million  new  jobs. 

Now,  there  are  different  types  of  jobs,  in  a  lot  of  instances.  Many 
of  them  are  in  the  service  industry.  But  those  can  be  good-paying 
jobs,  too.  But  that  is  why  we  need  the  training  to  adjust  to  change. 
But  we  have  really  responded  to  the  concerns  of  low-income  people. 

I  have  shown  you  a  situation  about  the  disparity  in  incomes  on 
that  chart  earlier,  and  where  we  were  getting  to  a  situation  where 
there  was  an  enormous  difference  in  income  between  poor  folks  and 
folks  that  were  well  off.  And  that  is  why  you  saw  us  put  together 
a  program  to  try  to  bring  people  above  the  poverty  line  who  work, 
and  letting  some  of  the  highest  income  people,  less  than  2  percent, 
pay  some  additional  tax. 

Mr.  Blackwell.  Mr.  Chairman,  we  are  talking  about  reorganiz- 
ing welfare  to  the  extent  we  take  people  off  welfare.  I  have  heard 
that  for  years.  Every  able-bodied  man  and  woman  should  be  work- 
ing. We  did  that  in  the  State  of  Pennsylvania  with  workfare  when 
we  reorganized  the  welfare  system,  and  all  we  did  was  put  people 
in  the  street. 

It  is  one  thing  to  say  we  are  going  to  have  to  do  it.  And,  it  is 
one  thing  to  have  an  opinion  about  what  kind  of  progress  we  are 
going  to  have.  But  when  I  read  somewhere  that  people  say  that  the 
jobs  are  being  created  too  quickly,  therefore,  we  have  to  raise  the 
interest  rates,  I  wonder  what  that  means. 

I  am  not  so  sure  that  it  is  what  you  are  saying.  I  am  not  so  sure 
that  is  going  to  create  the  kind  of  jobs  that  we  are  talking  about. 
Because  the  people  who  have  the  philosophy  that  the  deficit  must 
be  lowered  very  quickly,  we  say  boom  and  bust,  they  want  to  bust 
the  deficit  very  quickly  regardless  of  who  it  hurts.  When  it  cuts 
programs  for  poor  people,  they  want  to  bust  that  very  quickly. 
There  is  something  wrong  with  the  philosophy  of  this  country  when 
you  say  some  people  have  to  suffer  to  make  sure  we  have  to  have 
prosperity  in  the  future. 

Secretary  Bentsen.  Let  me  tell  you,  Congressman,  we  also 
reached  out  for  the  very  concerns  you  are  talking  about  for  the  cre- 
ation of  empowerment  zones  to  get  tax  incentives  to  employers  to 
try  to  hire  people  in  the  areas  hardest  hit  in  that  regard.  What  you 
see  is  targeting  to  those  areas  that  have  the  severest  cold  weather, 
to  try  to  assist  them  in  that  regard. 
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Mr.  Blackwell.  There  is  a  problem  in  my  district  in  terms  of 
people  not  having  enough  heat.  I  think  we  have  to  think  about  how 
we  want  to  try  to  help  poor  people. 

I  respect  this  President.  I  respect  you.  I  am  not  arguing  with  you 
about  what  we  are  doing.  There  are  other  elements  that  come  into 
the  picture  when  we  are  trying  to  do  the  very  best  we  can  with  the 
people  who  suffered  over  the  past  12  years. 

We  talked  about  lowering  taxes  and  raising  taxes.  We  lowered 
the  taxes  on  the  top  2  percent  in  this  country  12  years  ago.  Nobody 
wants  to  talk  about  that.  That  took  revenues  we  should  have  used 
to  make  this  country  go,  and  we  gave  it  back  to  people  who  did  not 
necessarily  need  it.  So,  we  can  argue  the  point  all  day  long. 

All  I  am  saying  is,  I  would  like  to  watch  the  Federal  Reserve  in 
the  future  and  see  how  these  interest  rates  go  up  and  come  down. 
Most  of  the  time  it  has  been  my  experience  that  they  do  not  help 
the  people  they  are  designed  to  help. 

Thank  you. 

Chairman  Sabo.  Mr.  Cox? 

Mr.  Cox.  Thank  you,  Mr.  Chairman. 

I  have  been  listening  to  some  of  the  rhetoric  accompanying  the 
dispensation  of  numbers,  and  I  find  myself  in  agreement  with  the 
metaphor  that  Dr.  Rivlin  used.  We  have  got  people  who  seem  to  be 
better  on  TV  talking  about  numbers  than  doing  the  real  hard  work 
of  cutting  them. 

Taking  a  look  at  the  numbers,  the  actual  numbers  for  fiscal  year 
1993,  which  is  the  only  year  we  have  got  in,  all  the  rest  is  projec- 
tions, we  have  got  revenues  of  $1,153  trillion,  outlays  of  $1,408  tril- 
lion, and  a  deficit  of  $254.7  billion. 

The  first  budget  year  that  President  Clinton  will  have  control 
over  is  fiscal  year  1994.  When  he  first  came  up  last  year,  he  pre- 
sented a  5-year  budget  that  covered  1994  through  1998.  What  we 
are  looking  at,  comparing  the  actual  1993  results  with  the  first 
Clinton  budget  year,  is  an  increase  in  spending  from  $1,408  trillion 
to  $1,484  trillion,  or  $76  billion  in  increased  spending,  and  a  deficit 
of  $234.8  billion. 

I  infer  from  these  numbers  that  32  percent  of  the  projected  defi- 
cit is  accounted  for  by  spending  increases.  Yet,  I  hear  people  saying 
that  this  is  a  tough  budget,  and  the  President  himself  says  not 
since  Harry  Truman  have  we  seen  anything  like  this. 

It  caused  me  to  go  back  and  add  up  the  deficits  between  Harry 
Truman  and  the  time  I  moved  here  to  Washington.  I  found  when 
you  add  up  the  deficits  from  all  the  Presidents,  from  Truman  into 
the  1980's,  you  can't  get  the  deficits  that  this  President  is  project- 
ing he  will  create  in  3  years,  $665.6  billion  dollars,  or  two-thirds 
of  a  trillion  dollars  in  new  debt  in  the  3  years  that  we  are  talking 
about. 

So  I  just  want  to  ask  you,  don't  you  think  you  are  engaging  in 
hyperbole?  I  heard  Dr.  Rivlin  say  this  is  unprecedented  fiscal  dis- 
cipline, the  toughest  budget  any  President  has  ever  presented.  Isn't 
that  saying  a  little  overmuch  about  3  years  that  are  going  to  give 
us  two-thirds  of  a  trillion  dollars  in  debt? 

Secretary  Bentsen.  No,  I  really  don't  think  so.  What  you  are 
looking  at  is  a  situation  that  took  15  years  to  build  up  to  this  kind 
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of  debt  and  this  kind  of  deficit.  The  idea  that  you  can  turn  it  all 
around 

Mr.  Cox.  Are  you  suggesting  that  the  Reagan  years  were  some- 
how responsible  for  this? 

Secretary  Bentsen.  I  am  saying  you  have  had  15  years  of  this, 
of  the  deficit. 

Mr.  Cox.  The  15  years  would  encompass  the  Reagan  administra- 
tion. One  of  the  things  I  did  was  add  up  the  last  3  years  of 

Secretary  Bentsen.  Yes,  the  deficit  increased 

Mr.  Cox.  I  found  out  the  three  you  are  creating,  the  3  years  of 
deficit  are  higher  by  over  $200  billion.  Whatever  Ronald  Reagan 
did,  you  are  doing  a  lot  worse. 

Secretary  Bentsen.  As  that  trend  went  on,  you  saw  it  again  even 
higher  under  the  Bush  administration.  So  the  question  is  turning 
it  around. 

As  I  stated  to  you  earlier,  we  had  a  tough  time  getting  this  $500 
billion  deficit  package  passed.  And  if  you  do 

Mr.  Cox.  With  all  respect 

Secretary  Bentsen.  With  all  respect,  if  you  do  it  too  fast,  too 
quickly,  you  can  push  this  country  into  recession,  and  then  you  are 
going  to  see  those  deficits  get  even  worse. 

Mr.  Cox.  Let  me  ask  you  about  some  specific  programs  that  not 
only  weren't  cut  but  which  were  fattened  and  made  worse  in  this 
budget. 

I  have  been  after  the  helium  program  for  several  years.  It  is  one 
of  the  dumbest  programs  that  this  government  has  engaged  it.  P.J. 
O'Rourke  called  it  "amazingly  stupid,  even  by  government  stand- 
ards." 

The  Clinton  budget  proposes  to  keep  this  thing  alive.  We  have 
been  trying  to  terminate  this  program,  some  of  us  here  in  Con- 
gress. Barney  Frank  on  the  Democratic  side  cosponsored  the  legis- 
lation with  me,  and  yet  what  you  propose  in  your  budget  is  to  can- 
cel the  debt  to  the  taxpayers  and  to  add  the  $1.3  billion  to  the  defi- 
cit. 

If  you  can't  get  rid  of  the  national  helium  program,  what  can  you 
get  rid  of?  And  how  is  this  a  tough  budget,  and  how  in  the  world 
can  I  listen  to  Dr.  Rivlin  say  it  is  the  toughest  ever  submitted 
when  you  won't  kill  the  helium  program? 

Secretary  Bentsen.  Are  you  talking  about  heating  or  helium? 

Mr.  Cox.  Helium.  This  is  a  program  started  in  the  1920's  so  that 
the  Federal  Government  could  field  a  fleet  of  blimps  in  the  event 
of  war. 

Dr.  Rivlin.  I  think  we  keep  it  for  some  mysterious  political  rea- 
sons. 

Mr.  Cox.  Mysterious  political  reasons  couldn't  possibly  have 
taken  into  account  that  on  July  29,  1993,  Congressman  Frank  and 
I  brought  an  amendment  to  the  Floor  on  the  NASA  authorization 
bill  to  get  rid  of  the  government  monopoly  on  helium  sales  to 
NASA  and  we  got  319  votes  even  though  we  were  opposed  by  the 
Democratic  committee  Chairmen. 

It  is  very  politically  feasible  to  get  rid  of  the  darn  helium  pro- 
gram. Why  don't  you  get  rid  of  it  if  this  is  such  a  tough  budget? 

Dr.  Rivlin.  Can  I  get  back  to  what  I  meant  when  I  said  it  was 
a  tough  budget? 
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Mr.  Cox.  I  want  to  find  out,  it  is  incredibly  difficult 

Dr.  RiVLiN.  You  are  focusing  on  one  particular  program  that  mat- 
ters to  you.  I  am  saying  that 

Mr.  Cox.  It  is  one  of  the  dumbest  programs  that  it  is  easiest  to 
get  political  agreement  to  cut. 

Dr.  RiVLlN.  We  are  making  a  lot  of  difficult  cuts  and  some  of 
them  have  been 

Mr.  Cox.  How  about  the  Interstate  Commerce  Commission?  You 
are  increasing  funding  on  the  Interstate  Commerce  Commission. 
Three  of  the  five  commissioners  proposed  some  time  back  eliminat- 
ing the  ICC  since  Jimmy  Carter  deregulated  trucking. 

Dr.  RiVLlN.  Priorities  will  differ  and  they  will  be  fought  out  in 
this  committee  and  on  the  Floor  of  the  House  and  on  the  Floor  of 
the  Senate.  But  in  the  aggregate,  discretionary  spending  in  this 
budget  is  down,  not  up.  And  that  is  a  very  significant  difference 
from  past  budgets. 

It  is  because  of  the  tough  caps  on  discretionary  spending  that 
this  committee  and  we  joined  in.  And  if  you  think  it  is  easy  to  get 
a  set  of  programs  under  a  total  that  is  not  going  up  but  is  going 
down,  I  would  invite  you  to  join  us  in  some  of  these  discussions. 

Mr.  Cox.  I  will  just  conclude  by  mentioning  that  we  talked  about 
fiscal  year  1994,  which  is  the  fiscal  year  that  will  end  in  Septem- 
ber. The  next  Clinton  budget  year,  which  is  getting  about  as  far  out 
as  we  can  go,  would  raise  us  over  current  levels  by  $10  billion  of 
new  spending,  and  62.5  percent  of  the  projected  fiscal  year  1995 
deficit  represents  Clinton's  spending  increases  over  current  levels 
this  year.  So  I  just  don't  agree  with  you  that  this  is  a  tough  budget. 

I  would  like  to  ask  a  question  about  health  care  very  quickly. 

Chairman  Sabo.  Five  minutes  has  expired.  The  Secretary  has  to 
leave  fairly  soon.  I  would  like  to  have  Mr.  Orton  and  Mr.  Shays 
have  a  chance. 

Mr.  Cox.  If  you  will  permit  me  just  one  question,  then  I  will 
cease. 

This  is  the  President's  bill  on  health  care  to  get  the  bureaucracy 
and  regulation  out  of  medicine.  And  I  have  noticed  reading  on  page 
1308,  in  Section  9201,  that  there  is  borrowing  authority,  that  the 
regional  alliances  can  actually  borrow  money  on  the  full  faith  and 
credit  of  the  United  States  Government,  and  that  you,  the  Sec- 
retary of  the  Treasury,  have  to  go  along  with  this,  and  it  is  not  ap- 
parently discretionary.  What  do  you  think  of  that? 

Dr.  RiVLlN.  Would  you  want  to  run  a  business  enterprise  that 
took  money  in  from  various  sources  and  paid  it  out  to  others  and 
have  to  have  your  inflows  and  outflows  match  absolutely  over  the 
time  period? 

To  make  alliances,  which  are  purchasing  cooperatives,  work,  they 
have  to  have  some  borrowing  authority  for  short-term  differences 
between  the  inflow  and  the  outflow. 

Secretary  Bentsen.  Let  me  also  say  it  is  certainly  not  our  intent 
to  have  an  unlimited  claim  on  the  Treasury,  not  at  all.  And  there 
is  nothing,  nothing  in  the  proposed  act  that  indicates  that  the  full 
faith  and  credit  of  the  Federal  Government  will  guarantee  private 
debt  incurred  by  the  alliances  of  the  State. 

Mr.  Cox.  I  refer  you  to  the  section  of  the  bill  I  quoted.  I  point 
out,  there  is  a  big  difference,  Dr.  Rivlin,  between  issuing  debt  and 
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issuing  government  debt.  This  is  just  one  more  reason  that  this 
plan  should  be  put  on  the  budget. 

Thank  you,  Mr.  Chairman. 

Chairman  Sabo.  Mr.  Orton? 

Mr.  Orton.  Thank  you,  Mr.  Chairman. 

And  welcome,  Mr.  Secretary,  and  Dr.  Rivlin.  A  pleasure  to  see 
you  again,  and  congratulations,  Mr.  Secretary,  to  you  and  the 
President  on  the  economic  recovery  this  far.  I  look  forward  to  con- 
tinuing to  work  with  you  to  produce  continued  economic  growth. 

I  have  just  two  questions,  and  I  will  state  them  both  up  front, 
and  then  either  or  both  of  you  may  have  a  comment  on  either  one 
of  them.  The  first  question  deals  with  entitlement  spending,  and 
the  second  deals  with  tax  incentive  provisions. 

First,  clearly  runaway  entitlement  spending  is  what  has  been 
driving  and  continues  to  drive  the  deficit.  As  you  have  pointed  out 
correctly,  discretionary  spending  is  actually  going  down.  It  is  enti- 
tlement spending  which  is  resulting  in  the  deficits  now  and  in  the 
future. 

And  my  question  to  you  is,  do  you  think  that  we  can  solve  that 
entitlement  spending  problem  without  serious  programmatic 
changes  to  entitlements?  Specifically,  I  would  refer  to  one  possible 
change  in  the  way  that  we  define  the  Consumer  Price  Index  and 
the  cost  of  living  adjustments  that  we  add  on  every  year.  They  do 
not  seem  to  reflect  accurately  the  real  increase  in  the  cost  of  living. 

So  that  is  one  issue.  Can  we  really  solve  this  problem  without 
serious  programmatic  changes  to  entitlements? 

And  secondly,  specifically  for  the  Secretary,  as  you  were  Chair- 
man of  the  Senate  Finance  Committee,  you  understood  and  pro- 
posed and  advocated  a  number  of  tax  incentive  deductions  or  cred- 
its, provisions  which  would  incentivize  investment,  incentivize  eco- 
nomic development  and  job  growth.  As  we  look  at  such  tax  deduc- 
tions or  tax  credits  under  our  current  pay-as-you-go  provisions  in 
a  static  environment,  implementing  a  new  incentive  mechanism 
causes  a  cost  which  we  have  to  offset  through  the  pay-as-you-go 
provisions. 

In  fact,  however,  those  kinds  of  incentives  have  shown  a  stimu- 
lating effect  on  the  economy  and  on  economic  growth,  thereby  re- 
ducing budget  deficits.  And  I  would  refer  you  to  the  economic  and 
budget  outlook  published  by  CBO,  table  C-1,  indicates  that  a  dif- 
ference in  economic  growth  of  1  percent  over  5  years  results  in 
$429  billion  in  deficit. 

So  my  question  to  you,  if  we  could  stimulate  economic  growth  by 
1  percentage  point,  as  you  have  shown,  and  I  think  that  is  part  of 
what  is  happening  in  the  President's  budget  and  why  we  have  this 
economic  recovery,  if  we  can  continue  that  economic  stimulation, 
would  we  not  have  even  greater  reductions  in  deficits? 

One  way  that  has  been  effective  in  doing  that  have  been  tax 
credits  or  tax  incentives  to  stimulate  economic  investment  in  cer- 
tain areas.  If  they  can  be  targeted  specifically  to  those  areas  which 
will  result  in  economic  growth,  we  can  by  spending  a  little  through 
a  tax  incentive,  actually  stimulate  the  economic  growth. 

But  if  we  do  at  that  we  have  to  under  the  strict  pay-as-you-go 
provisions  pay  for  that  right  now.  So  my  question  is,  do  you  believe 
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that  we  ought  to  have  a  second  look  at  pay  as  you  go  or  some 
mechanism  to  allow  us  to  provide  economic  tax  incentives? 

Secretary  Bentsen.  Well,  obviously  we  have  to  have  an  extension 
of  economic  tax  incentives.  I  am  not  sure  that  we  should  redo  the 
pay  as  you  go.  I  have  been  somewhat  supportive  of  that.  We  have 
extended  a  number  of  those  tax  incentives.  And  we  have  others 
that  I  think  we  have  to  extend,  such  as  the  R&E  credit.  And  inso- 
far as  small  business  economic  incentives,  extending  expensing  to 
17,500,  as  I  recall,  I  think  has  helped. 

I  think  we  have  to  be  committed  to  the  continuation  of  those. 

Mr.  Orton.  I  certainly  agree,  but  the  simple  example  is  that  if 
you  take  the  small  business  tax  investment,  extending  that  up- 
ward, that  is  scored  by  CBO  as  a  cost  to  the  budget,  which  we  then 
have  to  offset  with  some  other  tax  increase  or  some  other  spending 
reduction,  which  then  becomes  a  drag  on  the  economy,  when  in  fact 
by  increasing  the  investment  incentive,  that  becomes  a  stimulus  on 
the  economy,  but  we  get  no  credit  for  it  in  pay  as  you  go.  That  is 
my  point. 

Secretary  Bentsen.  I  am  going  to  let  Dr.  Rivlin  tell  me  why  we 
don't  give  credit  for  that. 

Dr.  Rivlin.  Let  me  start  with  the  entitlement  question.  You  are 
quite  right  that  the  growth  in  spending,  and  this  point  was  made 
earlier  in  this  hearing,  was  in  entitlements,  not  discretionary 
spending.  But  you  have  to  look  at  what  entitlements  are  growing. 
It  is  the  health  entitlements,  Medicare  and  Medicaid,  that  are 
growing  fastest. 

You  mentioned  programmatic  changes.  Yes,  we  believe  that  a 
major  change  is  needed  in  health  care  and  health  care  financing, 
and  that  that  is  important  to  get  those  health  care  numbers  grow- 
ing less  rapidly,  in  the  Federal  budget  as  well  as  nationally. 

So  it  is  there  we  have  proposed  major  programmatic  changes. 
The  other  entitlement  which  is  growing,  and  it  is  the  biggest  one, 
is  Social  Security.  It  is  not  growing  faster  than  the  economy,  as  the 
health  ones  are,  but  it  is  growing.  But  it  is  not  contributing  to  the 
deficit.  So  we  think  Social  Security  is,  for  at  least  the  medium 
term,  on  a  good  track.  One  might  look  at  longer-term  changes. 

But  there  certainly  is  room  for  discussion  of  what  changes  might 
be  made  in  entitlements.  And  the  Kerrey-Danforth  contribution 
will  be  one  focus  of  that  discussion.  There  will  be  others. 

On  the  pay-go  question,  there  is  a  question  of  what  indirect  ef- 
fects one  might  include  when  one  is  considering  a  tax  cut  or  indeed 
a  spending  increase.  But  there  is  no  end  to  that  question. 

One  could  say,  for  instance,  that  a  spending  increase  that  was 
very  good  for  productivity  would  give  us  a  higher  growth  economy 
in  the  long  run,  so  why  do  we  need  to  offset  it.  But  if  we  are  going 
to  get  the  deficit  down,  we  have  to  take  the  direct  effects  into  ac- 
count and  not  allow  ourselves  the  luxury  of  thinking  about  the  in- 
direct ones. 

Mr.  Orton.  I  certainly  favor  pay-as-you-go  provisions.  I  think  it 
is  one  of  the  restraints  that  have  actually  worked,  and  I  encourage 
us  to  continue  and  extend  those  in  the  current  budget.  My  only 
comment  or  concern  is  that  in  regard  to  the  types  of  incentives  that 
specifically  stimulate  growth  via  the  tax  credits  and  so  on,  which 
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we  clearly  have  shown,  have  a  very  direct  result  on  economic 
growth. 

By  restraining  them  through  the  current  pay-go  provisions,  it 
seems  to  eliminate  much  of  the  opportunity  for  actual  economic 
stimulation.  I  guess  that  was  my  point. 

As  a  former  tax  attorney  and  an  admirer  of  the  Secretary  in  your 
service  as  Chairman  of  Senate  Finance,  I  just  was  curious  as  to 
your  impressions  of  whether  we  are  putting  ourselves  in  a  straight- 
jacket  in  our  ability  to  use  tax  policy  to  encourage  economic  devel- 
opment and  growth  as  well. 

But  I  guess  just,  in  closing,  neither  one  of  you  commented  on  the 
COLAs  and  the  CPI,  if  you  believe  it  is  time  that  we  re-evaluate 
the  calculation  of  CPI  that  we  use  for  cost-of-living  adjustments. 

Dr.  RiVLlN.  The  CPI  over-stated  inflation  in  the  1970's.  I  don't 
think  the  evidence  that  it  is  out  of  whack  now  is  very  strong,  but 
it  is  certainly  something  that  could  be  looked  at. 

Chairman  Sabo.  Mr.  Shays? 

Mr.  Shays.  Thank  you,  Mr.  Secretary  and  Dr.  Rivlin,  for  coming. 

I  first  want  to  say  that  I  give  tremendously  high  marks  to  the 
way  the  administration  has  dealt  with  the  trade  issue.  I  am  rel- 
atively pleased  that  the  administration  is  also  trying  to  spend 
money  differently  for  investment. 

But  having  said  that,  I  believe  strongly  that  the  administration 
is  failing  to  get  our  financial  house  in  order.  I  look  at  this  chart 
and  I  see  the  national  debt  go  up  $1.6  trillion  in  the  next  5  years. 
That  is  one  of  the  largest  increases  in  any  5-year  period.  And  it 
seems  to  me  the  administration  did  the  bare  minimum  they  could 
do  to  carry  on  without  coming  to  grips  with  our  financial  crisis. 

What  bothers  me  as  well  is  the  administration,  as  did  the  pre- 
vious, chooses  to  use  the  deficit  figures  without  talking  about  bor- 
rowing from  the  trust  funds.  You  use  the  figure  of  $234  billion  in 
terms  of  our  deficit  estimate  in  1994,  that  is  what  it  will  be,  but 
we  are  borrowing  $9  billion  from  the  trust  funds,  and  we  have  to 
pay  them  back  from. 

So  I  look  at  our  total  balance  as  $334  billion.  The  other  thing  I 
have  a  hard  time  with  is,  I  have  a  hard  time  with  the  administra- 
tion saying  they  did  all  they  could  do  when  you  had  a  golden  oppor- 
tunity to  support  a  bipartisan  effort  to  cut  an  additional  $90  billion 
below  the  President's  deficit  target. 

And  at  $90  billion  below — and  you  make  the  comment  you  are 
using  two-thirds  of  the  cuts,  but  you  fail,  Mr.  Secretary,  to  point 
out  that  you  are  not  cutting  below  the  targets  that  were  estab- 
lished in  the  1993  agreement.  We  need  to  cut  below  that,  and 
Penny-Kasich  cut  below  that. 

Secretary  Bentsen.  Let  me  make  the  one  point,  borrowing  from 
the  trust  funds  has  no  economic  impact.  Actually  that  is  a  wash  in 
the  Federal  budget. 

Mr.  Shays.  It  is  sad  you  think  that,  because  when  we  borrow 
from  the  Social  Security  funds,  we  do  pay  back  with  interest  and 
then  we  borrow  again.  There  is  a  day  of  reckoning.  We  are  borrow- 
ing $99  billion  from  the  trust  fund.  My  only  point  is  that  the  gap, 
the  difference  between  revenue  and  expenditures  is  far  in  excess  of 
234  that  is  estimated. 
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I  just  would  like  your  comment,  again,  though,  why  the  adminis- 
tration would  have  snuffed  out  a  truly  bipartisan  effort  to  cut 
spending  more  than  the  administration  had  originally  proposed? 

Secretary  Bentsen.  As  I  stated  earlier,  we  have  taken  approxi- 
mately two-thirds  of  Penny-Kasich  and  put  it  into  our  own  budget. 

Mr.  Shays.  That  is  true,  but  the  problem  is,  you  used  it  to  reach 
your  deficit  target  figures.  All  you  did  was  basically  say.  We  are 
going  to  reach  this  figure  in  the  next  5-year,  we  are  going  to  allow 
the  national  debt  to  go  up  $1.6  trillion,  and  we  are  going  to  use 
two-thirds  of  Penny-Kasich  to  reach  our  targets.  Why  didn't  you 
allow  Penny-Kasich  to  cut  below  your  targets? 

Dr.  RiVLlN.  We  really  believe  the  targets  on  discretionary  spend- 
ing are  the  right  ones.  If  we  had  accepted  the  Penny-Kasich  lower- 
ing of  the  caps,  we  would  not  only  have  had  to  do  all  of  the  things 
that  are  in  our  budget  that  were  also  in  Penny-Kasich,  but  a  lot 
of  other  things — cutting  defense,  cutting  back  on  other  programs 
which  we  believe  would  be  counterproductive. 

We  simply  don't  think  that  further  cuts  in  discretionary  spending 
at  this  moment  would  be  good  for  the  economy. 

Mr.  Shays.  I  just  want  you  to  know  that  was  contrary  to  what 
the  President  said  to  the  public  and  to  me  privately.  He  said  if  you 
can  come  up  with  more  cuts,  then  I  am  with  you.  And  the  Presi- 
dent in  conversation  with  me  said,  I  would  like  to  do  more  but  my 
own  party  won't  let  me.  And  yet,  we  had  a  bipartisan  effort  to  do 
it. 

So  I  can  accept  what  the  President  said  publicly  and  privately 
that  he  wanted  to  do  more,  or  I  can  accept  your  comment  now 
which  says  he  doesn't  want  to  do  more.  I  just  don't  know  how  we 
can  tolerate  a  $1.6  trillion  increase  in  the  national  debt  in  the  next 
5  years. 

Yes,  we  are  on  top.  We  have  3  percent  growth,  which  is  too  slow 
a  recovery.  We  need  to  get  5  or  6  so  we  have  an  average  growth 
of  3  percent.  And  I  am  seeing  growth  that  is  just  not  significant. 
It  is  good,  but  it  is  not  significant. 

My  bottom  line  is,  though,  we  are  on  the  top  of  the  plateau.  If 
interest  rates  start  to  go  up,  your  whole  projections  fall  to  the  way- 
side, because  we  are  going  to  pay  $200  billion  on  interest  on  the 
national  debt.  That  is,  50  percent  of  what  people  pay  on  their  per- 
sonal income  tax  is  going  to  pay  interest  on  the  national  debt. 

It  blows  my  mind  that  we  would  play  such  a  dangerous  game. 
We  had  a  bipartisan  effort  to  cut  more,  and  I  regret  the  adminis- 
tration would  turn  its  back  on  this  bipartisan  effort. 

Secretary  Bentsen.  I  think  what  you  are  seeing  is,  with  the  best 
judgment  of  our  economists,  that  this  is  as  far  as  we  could  go  with- 
out endangering  the  recovery.  That  is  part  of  the  problem,  too,  be- 
cause there  is  a  contractionary  effect. 

What  we  have  had,  fortunately,  is  this  major  reduction  in  inter- 
est rates  that  has  counteracted  that  and  given  us  the  kind  of  stim- 
ulus that  we  have  had.  If  you  add  to  it  the  concern  that  possibly 
you  wouldn't  have  the  3  percent  increase  in  the  GDP,  that  is  a 
gamble,  an  additional  gamble  which  you  would  take,  and  that  has 
been  of  concern  to  us. 

Dr.  RiVLiN.  I  don't  think  any  of  us  are  satisfied  with  the  deficit 
projections.  The  debt  is  still  rising,  although  not  as  fast  as  the 
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economy  is  growing.  And  that  is  very  important.  In  the  1980's  it 
grew  much  faster  than  the  economy. 

But  you  have  to  take  one  step  at  a  time.  We  have  taken  very  dif- 
ficult steps  to  have  the  discretionary  spending  flatten  out.  The  next 
thing  we  have  to  do  is  get  the  entitlements  growing  less  rapidly 
and  the  first  step  in  that  is  the  health  reform. 

Mr.  Shays.  Our  entitlements  may  go  up,  not  down,  with  health 
care.  That  is  an  open  debate. 

I  thank  both  of  you  very  much. 

Chairman  Sabo.  The  Secretary  indicated  he  wanted  to  leave  at 
noon.  Could  we  maybe  have  one  quick  question  from  each  of  the 
two  Members  left?  Would  that  fit? 

Mr.  Smith,  one  quick  question  that  requires  a  short  answer. 

Mr.  Smith  of  Michigan.  Was  The  Wall  Street  Journal  correct 
that  nonmilitary  domestic  discretionary  increases  at  the  rate  of  7 
percent? 

And  I  guess  I  would  like  to  add,  have  you  looked  at  the  $3  billion 
increase  in  COLA  costs  because  of  the  75-cent  increase  in  tobacco? 

Secretary  Bentsen.  I  am  told  that  insofar  as  The  Wall  Street 
Journal  comment  you  cited  is  concerned,  I  am  told  that  is  wrong. 
The  second  one  was  what  on  the  tobacco  tax? 

Mr.  Smith  of  Michigan.  Is  it  6  percent  or  6.75  percent? 

Chairman  Sabo.  We  have  to  move  quickly. 

Mr.  Smith  of  Michigan.  I  introduced  a  bill  taking  tobacco  out 
of  the  CPI.  Have  you  looked  at  the  COLA  consequences  of  increas- 
ing the  tobacco  tax  by  75  cents,  which  CBO  indicates  is  going  to 
be  someplace  in  the  neighborhood  of  $3  billion  in  the  first  year,  or 
$14  billion  by  the  fifth  year? 

Secretary  Bentsen.  I  understand  the  COLA  took  into  effect  the 
tobacco  estimate.  Now  you  are  asking  about  taking  it  out 

Mr.  Smith  of  Michigan.  Tobacco  will  increase  the  CPI  approxi- 
mately three  quarters  of  a  percent,  resulting  in  a  CPI  increase  that 
is  going  to  have  a  COLA  consequence  of  about  $3  billion,  according 
to  the  CBO. 

Secretary  Bentsen.  Now  what  are  you  asking?  Whether  it  is  to 
be  taken  out  of  the  estimate? 

Mr.  Smith  of  Michigan.  Have  you  taken  that  into  consideration 
in  the  cost  projections? 

Secretary  Bentsen.  It  was  taken  into  consideration. 

Dr.  Rivlin.  If  people  would  just  stop  smoking,  that  wouldn't  be 
true. 

Chairman  Sabo.  Mr.  Smith? 

Mr.  Smith  of  Texas.  Secretary  Bentsen,  earlier  this  morning  I 
saw  a  copy  of  Dr.  Reischauer's  testimony  in  which  he  contradicts 
the  administration. 

Secretary  Bentsen.  You  are  ahead  of  me,  because  I  haven't  seen 
it. 

Mr.  Smith  of  Texas.  The  administration  projected  that  the 
health  care  plan  would  cut  the  deficit  $60  billion  over  the  next  6 
years.  Mr.  Reischauer  is  going  to  testify  that  it  is  going  to  increase 
the  deficit  $70  billion  over  the  next  6  years,  a  $130  billion  dif- 
ference. 
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My  one  question  to  you  is,  if  those  are  the  correct  figures  that 
Dr.  Reischauer  uses — and  like  I  say,  I  have  seen  it  myself — will  the 
administration  accept  the  CBO's  figures? 

Secretary  Bentsen.  I  learned  long  ago  not  to  make  comments  on 
something  I  hadn't  read,  hadn't  had  a  chance  to  look  at  the  details, 
or  where  something  was  taken  out  of  context.  My  understanding  is 
that  over  the  long  term — and  I  haven't  seen  it — but  I  am  told  he 
talks  about  a  reduction  in  the  deficit  because  of  health  reform.  I 
don't  know  at  what  point. 

Mr.  Smith  of  Texas.  Would  you  accept  the  CBO's  figures  what- 
ever they  are? 

Secretary  Bentsen.  No,  I  don't  take  anybody's  figures  without 
exception  or  looking  at  them. 

Mr.  Smith  of  Texas.  The  President  has  said  he  accepted  their 
figures.  I  was  just  wondering  if  that  was  going  to  continue  or  not. 

Dr.  RrvLiN.  He  never  said  it  when  he  hadn't  looked  at  them. 

Mr.  Smith  of  Texas.  He  said  the  administration  would  accept 
the  CBO  figures,  and  I  assumed  that  was  a  good-faith  effort  made 
to  let  everybody  know  that  he  was  going  to  rely  upon  them  and  not 
just  agree  when  they  agreed  with  him. 

Secretary  Bentsen.  I  will  not  accept  figures  I  haven't  seen. 

Chairman  Sabo.  Mr.  Secretary,  Dr.  Rivlin,  we  thank  you  very 
much  for  your  testimony.  You  have  been  most  patient  and  inform- 
ative. Thank  you. 

[Whereupon,  at  12:05  p.m.,  the  committee  was  recessed,  to  recon- 
vene at  2  p.m.,  this  same  day,  on  other  business.] 
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